





Volume 53 No. 7 a yf April 1, 1954 


PRACTICALITIES IN RATE MAKING TODAY 
By Justin R. Whiting 


Limiting FPC Control over Gas Distribution 
By Oswald Maland and James Zartman 


€ > 


Capital Cost and Fair Return 
Part Ill. 
By J. Rhoads Foster 





Long Distance 
fits right into your sales picture 


Today’s successful salesman 
makes the most of his time — 
puts the most in every day. 

That’s where Long Distance 
telephone service is especially 
helpful. 

It provides frequent contact 
with customers and prospects, 
between personal visits. It clears 
up questions. Closes orders. 
Helps to answer inquiries in 
minutes instead of days. And 


because it’s friendly, personal— 
it builds good will all along 
the line. 


Long Distance Doesn’t Cost—It Pays 


We have some specific suggestions 
for the profitable usc of Long 
Distance in Sales, Purchasing, Ad- 
ministration, Traffic, Production, 
Enginecring and Accounting. If 
you would like to discuss them, 
just call your Bell Telephone 


Business Office. 


BELL TELEPHONE SYSTEM 








LONG DISTANCE RATES AR: LO 
Here are some examples: = 
Albany to Hartford ........ 50 
Baltimore to Norfolk ...... 
Cleveland to Grand Rapids 8 
Houston to New Orleans .. $1.05 
New York to Seattle....... $2.95 


These are the daytime station-to-stat. on rote 
for the first three minutes and do nc_ includ 
the federal excise tax. 





When you call, r2membe 
Call by Number. It's 18 
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EFFICIENCY 


« Efficient use of low- 
grade coals. 
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loss. y 
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e Practically no ID fan : 
© Eliminates pulverizer 


Two important advances in firing—the Cyclo 
Furnace and Pressure Firing—used singly or 
combination, are bringing major savings to o 
tral station and industrial boiler users. The 
ception and wide acceptance given both of th 
B&W developments result from proved ¢ 
ciency and economy . . . amply demonstrat 
in the chart below. 

The chart lists many possible ways in w 
the Cyclone Furnace and Pressure Firing 
tribute to better operation—often just 
advantage means important economy. The re 
lutionary Cyclone Furnace and B&W’s lo 
range experience with Pressure Firing are w 
worth serious consideration in your evaluati 

We will be. pleased to discuss these and oth 
practical developments of B&W Research 
Engineering as they relate to your power gt 
eration program and facilities. The Babcock 
Wilcox Company, Boiler Division, 161 
42nd Street, New York 17, N. Y. 
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Kv" since the end of World War II 
until fairly recent months, public utili- 
ty industries in the United States have 
been engaged in a battle of catching up 
with plant requirements and service de- 
mand. That battle is by no means won, 
in terms of safe margins of reserves and 
plant capacity, in all sections of the coun- 
try. But at least the cessation of hostilities 
in Korea and other stabilizing factors 
have permitted the utilities to make tre- 
mendous strides in handling backlogs of 
accumulated service demand and plant 
construction. 


TuIs brings up a question of ultimate 
goals. What is the optimum objective of 
the gas, electric, and telephone businesses 
and of the carriers? As far as actual con- 
nection with central station service, the 
electric utilities have probably moved 
closer to fulfillment of all resonable de- 
mands for customer service. But we know 
that the potential demand for electric 
service is one of constant and dynamic 
growth. 


THE swiftly growing natural gas indus- 
try is rapidly completing the job of reach- 
ing one of the last major untouched 
market areas—that of New England. And 
the Pacific Northwest is now under close 

















JUSTIN R. WHITING 


otth the Cocltors 


study of rival pipeline applications be- 
fore the Federal Power Commission. 


In A recent issue of the U. S. News & 
World Report, an exclusive interview 
with Cleo F. Craig, president of the 
American Telephone and Telegraph Com- 
pany, gave a stirring account of the goal 
of the telephone industry. It is one which 
is not even restricted by the boundaries 
of the United States. It is, in short, a 
world network. As Mr. Craig put it in 
a very informal way: “Bell and those very 
early pioneers of the telephone business 
had the dream, if you want to call it that, 
the concept, that this was an instrument 
that could be used to connect up anybody, 
anywhere — not only within the United 
States but in the world. And that concept, 
in my estimation, still lives just as strongly 
today in the telephone business as it did 
then, and it has been responsible all the 
way from, say, 1878, 1880, all through 
the development of the telephone business. 
That goal lives in the mind of each tele- 
phone man and woman. That’s No. 1 as 
to why we’ve gotten from where we were 
to where we are.”’ 


Re“ the nature of other utility serv- 
ices, the ultimate objective cannot be 
quite so extensive, at least in an interna- 
tional sense. But it is reassuring to see the 
other utility companies, as well as the 
telephone industry, considering and func- 
tioning in terms of potential rather than 
actual or immediate customer demand. 
Like the counsels of perfection, such goals 
may never be reached. 


But progress toward these goals will be 
greatly assisted to the extent that team- 
work within the various utility industries 
becomes an established fact. Doubtless, 
there is a phase in the growth of all in- 
dustry where rivalry is a spur to rapid 
growth and resourceful enterprise. But 
the squabblings of the last two dec- 
ades betweeen private and public owner- 
ship, between area interests and economic 
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Northern Virginia Power Co., Riverton, Va. 
Designed and built by Sanderson & Porter, Inc. Chapman, Evans 
& Delahanty, Associate Architects. 


‘a Public Service Co., Eagle Grove, lowa 


signed and built by lowa Public Service 
Engineers and J. F. Pritchard & Co. 
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Tennessee Valley Authority Watauga Project 
Elizabethton, Tenn. 


Every feature of a Q-Panel is a 

desirable feature for powerhouse 
construction . . . which explains why Q-Panels 
have captured the powerhouse market. 

Q-Panels go up fast—50 sq. ft. in 9 minutes. A 
small crew quickly attaches the panel to the steel 
framework. Little blocks don’t pile up fast. It’s 
much quicker to hang a wall than to pile it up. 

Q-Panels provide a maintenance-free exterior; 
they are available in a variety of materials for 
exterior finishes, depending on their availability 
at time of ordering. 

A Q-Panel is an insulated metal sandwich, only 
3” thick but with insulation value greater than a 
12” masonry wall. 

The striking fluted surface of Q-Panels is nowa 
familiar sight on powerhouses from coast to coast. 


Write for Q-Panel Catalog 


H. H. ROBERTSON CO. 


Factories in Ambridge, Pa.; Hamilton, Ontario; Ellesmereport, England. 


2404 Farmers Bank Building 7 Offices in ALL Principal Cities 
Pittsburgh 22, Pennsylvania in the U.S.A. and Canada 


World-Wide Building Service 


Note clean, quick, dry, safe, 
curtain-wall construction. 


? 












interests, can easily hinder the march of 
the utility industries toward ultimate 
goals. 


In the particular field of economic con- 
flict, one of the stumbling blocks in re- 
solving differences between the consumer 
and the investor has occasionally been a 
lack of consistency or downright fairness 
in the enforcement of regulatory princi- 
ples. Readers may recall the serious sug- 
gestion once made by a distinguished 
United States Senator in commenting on 
the classical controversy between the re- 
production cost rate base and the original 
cost rate base for fixing utility rates. To 
the Senator, the solution was quite simple. 
He thought the regulatory commissions 
should use whichever base were lower. 


In other words, during a period of de- 
clining prices when current cost of prop- 
erty might be less than original cost, the 
reproduction cost factor would be per- 
fectly proper. But when (as is most often 
the case) the current cost to reproduce 
is in excess of original cost, the latter basis 
should be used. It is just such “heads I 
win, tails you lose” attitudes which con- 
fuse the issues in utility regulation and 
prevent the harmonious approach to what 
is at best a complicated and difficult prob- 
lem in its own right. 


HE leading article in this issue is a 

plea for honest adherence to sound 
principles for modern rate making, ac- 
cepting the result in a spirit of fairness 
and consistency whether prices move up 
or down. This is an analysis of the rate- 
making situation as it has developed in 
up-to-date regulatory practice by the chair- 
man of the board of Consumers Power 
Company, Justin R. WuirTinc. Born in 
St. Clair, Michigan, Mr. WuirING grad- 
uated from the university of that state 
(LLB, ’07). He practiced law in Jackson 
and Detroit before going to New York 
city to become counsel for the former 
Commonwealth & Southern Corporation. 
He eventually became president and direc- 
tor of that holding company, succeeding 
the late Wendell L. Willkie in 1940. He 
took over his present post with the Con- 
sumers Power Company upon the separa- 
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OSWALD MALAND 


tion of that company from the Common- 
wealth & Southern group under the Hold- 
ing Company Act. 


Peeing: has recently approved a pro- 
posal to limit Federal Power Com- 
mission jurisdiction over intrastate gas dis- 
tribution. The basis of this proposal grows 
out of a sweeping decision of the U. S. 
Supreme Court in the East Ohio Gas 
Company Case, which has resulted in a 
certain amount of duplicate and overlap- 
ping federal and state jurisdiction. But 
there are other considerations which 
might well be weighed by Congress, ac- 
cording to these authors of the article be- 
ginning on page 413, OswaLp MALAND 
and JAMEs ZARTMAN, Chicago attorneys. 


Oswatp MALANpD is a native of Minne- 
sota and a graduate of the law college of 
the University of Minnesota (’15). He 
practiced law in Mason City, Iowa, be- 
fore becoming associated with the Chicago 
firm of Chapman and Cutler, where he 
now specializes in the field of corporate 
securities. JAMES ZARTMAN is a graduate 
of the law college of Harvard University 
(753), after receiving his academic edu- 
cation at De Pauw University. 


THE next number of this magazine will 
out April 15th. 
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ITH THE NEW, FULLY AUTOMATIC, REMINGTON RAND PRINTING CALCULATOR 


new, performance-packed printing calculator mul- Constant key... Remington Rand’s exclusive multipli- 
ies, divides, adds and subtracts amounts up to ten cation “memory” feature. 

lon. It prints and proves every calculation on the Automatic total control... for individual or accumu- 
p. It is the first fully automatic printing calculator lative totals, automatically. 

all these features : Two-color ribbon... totals, subtotals and credit bal- 
pla-tape... printed proof in black and red with all ances printed in standout red. 

essential elements, no superfluous figures. 

matic multiplication ... fully automatic short-cut 

iplication with push-button ease. 

bmatie division ...one key to all your answers. FREE! Ask your Remington Rand Repre- 
| ap credit balances. .. minus totals distinctively . sentative for an eye-opening demonstra- 
a redi ; " 

‘ - sp balances. tion, or send for your copy of this “show 

Oo j ' i . . : ° 
, Sacer ge none teat geemstenal .- effortless ‘im how” folder. Write Remington Rand, 
ee Room 1400, today. Ask for C669. 


Mtarnul PROFIT-BUILDING IDEAS FOR BUSINESS © 315 FOURTH AVENUE, NEW YORK 10, N. Y. 









interests, can easily hinder the march of 
the utility industries toward ultimate 
goals. 


In the particular field of economic con- 
flict, one of the stumbling blocks in re- 
solving differences between the consumer 
and the investor has occasionally been a 
lack of consistency or downright fairness 
in the enforcement of regulatory princi- 
ples. Readers may recall the serious sug- 
gestion once made by a distinguished 
United States Senator in commenting on 
the classical controversy between the re- 
production cost rate base and the original 
cost rate base for fixing utility rates. To 
the Senator, the solution was quite simple. 
He thought the regulatory commissions 
should use whichever base were lower. 


In other words, during a period of de- 
clining prices when current cost of prop- 
erty might be less than original cost, the 
reproduction cost factor would be per- 
fectly proper. But when (as is most often 
the case) the current cost to reproduce 
is in excess of original cost, the latter basis 
should be used. It is just such “heads I 
win, tails you lose” attitudes which con- 
fuse the issues in utility regulation and 
prevent the harmonious approach to what 
is at best a complicated and difficult prob- 
lem in its own right. 


HE leading article in this issue is a 

plea for honest adherence to sound 
principles for modern rate making, ac- 
cepting the result in a spirit of fairness 
and consistency whether prices move up 
or down. This is an analysis of the rate- 
making situation as it has developed in 
up-to-date regulatory practice by the chair- 
man of the board of Consumers Power 
Company, Justin R. Wuirtinc. Born in 
St. Clair, Michigan, Mr. WHITING grad- 
uated from the university of that state 
(LLB, ’07). He practiced law in Jackson 
and Detroit before going to New York 
city to become counsel for the former 
Commonwealth & Southern Corporation. 
He eventually became president and direc- 
tor of that holding company, succeeding 
the late Wendell L. Willkie in 1940. He 
took over his present post with the Con- 
sumers Power Company upon the separa- 


PAGES WITH THE EDITORS (Continued) 






















OSWALD MALAND 





tion of that company from the Common- 
wealth & Southern group under the Hold- 
ing Company Act. 


Pevorge has recently approved a pro- 
posal to limit Federal Power Com- 
mission jurisdiction over intrastate gas dis- 
tribution. The basis of this proposal grows 
out of a sweeping decision of the U. S. 
Supreme Court in the East Ohio Gas 
Company Case, which has resulted in a 
certain amount of duplicate and overlap- 
ping federal and state jurisdiction. But 
there are other considerations which 
might well be weighed by Congress, ac- 
cording to these authors of the article be- 
ginning on page 413, OswaLp MALAND 
and JAMES ZARTMAN, Chicago attorneys. 


OswaLp MALAND is a native of Minne- 
sota and a graduate of the law college of 
the University of Minnesota (715). He 
practiced law in Mason City, Iowa, be- 
fore becoming associated with the Chicago 
firm of Chapman and Cutler, where he 
now specializes in the field of corporate 
securities. JAMES ZARTMAN is a graduate 
of the law college of Harvard University 
(753), after receiving his academic edu- 
cation at De Pauw University. 


THE next number of this magazine will 
out April 15th. 


hn Cin 


PUBLIC UTILITIES FORTNIGHTLY—APRIL |, 1954 








































ITH 













les, ¢ 











all | 





pla-t: 
esser 













tiplic 











fomat 













pul. Gok abl Your dndurors automatically | 


fITH THE NEW, FULLY AUTOMATIC, REMINGTON RAND PRINTING CALCULATOR 


Ss new, performance-packed printing calculator mul- Constant key... Remington Rand’s exclusive multipli- 
ies, divides, adds and subtracts amounts up to ten cation “memory” feature. 
lon. It prints and proves every calculation on the Automatic total control... for individual or accumu- 
p. It is the first fully automatic printing calculator lative totals, automatically. 
all these features: Two-color ribbon... totals, subtotals and credit bal- 
pla-tape... printed proof in black and red with all ances printed in standout red. 
essential elements, no superfluous figures. 
omatic multiplication... fully automatic short-cut 
tiplication with push-button ease. 
omatic division...one key to all your answers. se FREE! Ask your Remington Rand Repre- 
ga credit balances. .. minus totals distinctively sentative for an eye-opening demonstra- 
alle : ; 
as wend balances. : tion, or send for your copy of this “show 
“Mabon and subtraction ...effortless — how” folder. Write Remington Rand 
a through simplified touch tion. : ; 
Pp. operation Room 1400, today. Ask for C669. 


Ptand PROFIT-BUILDING IDEAS FOR BUSINESS © 315 FOURTH AVENUE, NEW YORK 10, N. Y. 





Coming IN THE NEXT ISSUE 


* 


THE ADJUSTMENT CLAUSE, AN AID TO RATE REGULATION 


Since the last prewar year of 1940, the cost of living has been doubled through a 
steadily rising price trend. But during that same period the cost of fuel oil used by 
some utilities has fluctuated greatly, reaching at times a level almost triple the pre- 
war low price. Orrin S. Vogel, director of rates and research of the Florida Power 
Corporation, has made a study of such utility expense fluctuation and the use of 
various types of escalator clauses to adjust utility rates in accordance with the more 
radical expense variations. As a result, he has written an interesting account of the 
acceptance by the regulatory authorities of adjustment clauses. There are reasons 
given as to why the adjustment clause, properly constructed, operates as a positive 
aid in effective rate regulation. 


HOW THE AT&T FINANCES BILLION-DOLLAR PROGRAMS 


Since the end of World War Il, the American Telephone and Telegraph Company 
has been engaged in a series of record-breaking security issues, forming part of a 
$10 billion program for financing plant to meet the unprecedented demand by the 
people of the United States for telephone service. The problem of distributing these 
tremendous issues has challenged all the "know-how" and resourcefulness of the Bell 
system experts. J. Louis Donnelly of the editorial staff of the New York Journal of 
Commerce describes the steps taken to cope with financial operations of this magni- 
tude. He tells how and why they go off so smoothly that AT&T has been able to sell 
to its shareholders and investors more than $2.6 billion worth of convertible debentures 
during the postwar period. This is an article which will interest all financial men, as 
well as those connected with utility companies having large financial operations pend- 
ing or in prospect. 


NEW LIGHT ON AN OLD SUBJECT 


Has the federal government actually discovered a way to make and serve electricity 
to the public cheaper or more efficiently than a privately owned utility? This is an 
old subject but it is approached in a new and objective way by David E. Goggin, 
rates and research assistant of the Wisconsin Public Service Corporation. The author 
gives facts and figures without the usual slant or argumentative outbursts about gov- 
ernment competition with private business, etc. Readers will be interested to see the 
final figures for public and company power service after excluding taxes. Another 
point covered deals with expenses which are normally paid for utility service but may be 
covered up by absorption in municipal or other government operations, such as rental 
of office space, services of corporation counsel, and so forth. 


* 


Al SO .... Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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“we take this opportunity of expressing to you our apprecia- 
tion for the prompt and efficient manner in which you han- 


dled the preparation of the bill frequency analyses.” 


ai curacy ¢e¢eeee¢, “the analyses have been received and found to be in excel- 
7 lent order. In addition, your attention to my telephoned 





request on June 2 relative to expediting preparation of these 


analyses is greatly appreciated.” 


rate cases. *eeee “we believe that our study is complete and will be of con- 


siderable benefit in our pendiig case.” 


contin vity eeeeee “weare very pleased with the former analysis and shall be 


anticipating the receipt of the new figures.” 


The R&S “one-step” method of bill analysis laxclinive with “sl le. all oe 
these advantages PLUS a cost differential i in your favor that hitags save you 40% 


or more in time and money. 





May we tell you more? There is no charge for estimates! 





_ RECORDING AND STATISTICAL CORPORATION 


“Bring your figures up to date — bring them to.R & s” 


100 SIXTH AVENUE © NEW YORK 13, N. Y. 
WOrth 6-2700 











CCaukble CCoke 


“There never was in the world two opinions alike.” 
—MOoNTAIGNE 













Dwicut D. EISENHOWER “Where people are concerned, be human, and where : 
President of the United States. you deal with their money, their economy, their govern- { 
ment, be conservative, and don’t be afraid to use the 

word,” 






> 








Har.ow H. Currice “A planned economy has no place in my book, and I i 
President, General Motors am sure none in yours. But the alternative to centralized 3 
Cor poration. planning by government is for private industry to take 
full advantage of its present opportunities.” 







5 









FRANK CHODOROV ‘Recognition of the fact that freedom is close to home 
Associate editor, led the founding fathers to put strict limits on the powers 
Human Events. vested in the proposed central governments, and to place 
all unspecified powers in the hands of the state govern- 

ments.” 






¥ 








Excerpt from “The ‘positive program’ that business needs from gov- 

The Guaranty Survey, ernment today is not a program of new forms of inter- 

published by Guaranty vention but a program for the restoration of the freedoms 

Trust Company of and incentives that spell true liberalism. Fortunately, our 
New York. own government is moving in that direction.” 





5 








Grayson KIRK “Future historians will have just cause to rejoice in th 
President, Columbia the fact that at a critical time in the history of the world, ; 
University. the free enterprise system of the United States had the 





strength to safeguard the forces of freedom and democ- 
racy. Without this power, it is questionable if any of the 
free peoples could have protected their freedom.” 









re 

> t re 

M. S. RUKEYSER “The mere chatter and ballyhoo of the huckstering at Ih 
Columnist. spirit won’t be enough, since the customer won’t buy be- 






cause of the fear of shortages or the depreciation of his 
money. He must be induced by improved production and 
better value. The coming year will reward those com- 
panies with the imagination and courage to take the 








leadership in product exploration, in order to make old aler 
models seem like undesirable ‘old hat.’ ” lt-fc 
> for 







CRAWFORD H. GREENEWALT “Tt is interesting to note that when anyone in the past 
President, E. I. du Pont de has attempted to predict the long-term future, his fore- 
Nemours & Company, Inc. cast has turned out to be hopelessly shortsighted and 






pessimistic. The direction of our effort has changed over 
these two centuries of our national existence. Our fron- 
tiers have moved from the West into the research labora- 
tory, and in that move have become frontiers without 
limit. Today it is research that gives the American 
economy its characteristic surge and its dynamic quali- 
ties. And research requires people with the same courage, 
vision, and determination as those who a century ago 
crossed the western plains.” 
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INTERNATIONAL R-195 ROADLINER® 
lamous Super Red Diamond engine. Gaso- 
LPG, or diesel power. GCW rating, 48,000 
heelboses 133, 142 and 157 inches. 





pres, 












IRST IN HEAVY-DUTY SALES 22ND STRAIGHT YEAR 


the 22nd straight year, men who know 
ing costs have bought more heavy-duty 





ERNATIONAL Trucks than any other make. INTERNATIONAL BUILDS 
AMERICA’S 
2 reason is INTERNATIONAL quality. And MOST COMPLETE TRUCK LINE 
© > 
t records prove it. Operators records show ‘hana iailltsbiie iia iil 
at INTERNATIONALS stay on the job longer lbs. GVW off-highway models . . . including six- 
8. deliver more tons of payload for each wheel, four-wheel drive, cab-forward and multi- 


stop delivery types .. . 29 engines from 100 to 
356 hp., with widest choice of gasoline, LPG, or 
diesel power . . . wheelbases, transmissions and 
axle ratios for any need . .. thousands of varia- 
aler or Branch. Let him show you how these tions for exact job specialization. 


lar invested. 


ill pay you to see your INTERNATIONAL 


It-for-the-job trucks can do a cost-lowering 
for you. Time payments arranged. 





INTERNATIONAL HARVESTER COMPANY ¢ CHICAGO 





a 
Belore yo abe Cost-conscious Truck Operators Prefer INTERNATIONALS! 
ru 





[ual International Harvester Builds McCCORMICK® Farm Equipment and FARMALL® Tractors... Motor Trucks... Industrial Power... Refrigerators and Freezers 





Better roads mean a better America 


| INTERNATIONAL TRUCKS 


“Standard of the Highway” 






REMARKABLE REMARKS—(Continued) 


ARTHUR B. LANGLIE 
Governor of Washington. 


BENJAMIN F. FarIr_ess 
Chairman of the board, 
United States Steel 
Corporation. 


Perry M. SHOEMAKER 
President, Lackawanna 
Railroad. 


Joun R. DUNNING 
Dean, Columbia University, 
School of Engineering. 


CLIFFORD F. Hoop 
President, United States Steel 
Corporation. 


EVERETT D. REESE 
President, American Bankers 
Association. 


Excerpt from Industrial 
News Review. 


“T can see nothing in the future that could bring about 
a depression unless all of us—business, labor, govern- 
ment—fail in our job; unless we are gripped by an un- 
reasoned fear psychosis.” 


* 


“This is a time of great opportunity—opportunity for 
America to prove that it doesn’t need war for prosperity 
—opportunity for us to prove that private enterprise, 
minus ‘big government,’ is the only formula for eco- 


nomic health.” 
ye 


“We are on the threshold of the greatest opportunity 
the railroad industry has ever had, to re-evaluate its 
permament place in the fabric of American transporta- 
tion. There is a place for all forms of transportation 
to serve the needs of industry.” 


> 


“In a large sense, atomic energy is simply one of the 
striking symbols of man’s long search for knowledge— 
knowledge of the world around him and knowledge of 
man himself. The progress of man is largely a matter of 
how we use this slowly won knowledge to build the kind 
of world we want. Knowledge by itself is neither good 
nor evil. The real question is how we use that knowledge 
which is the indispensable tool we must have to solve 
the world’s problems.” 


> 


“In our form of government, public and private funds 
should not be commingled to finance an improvement 
project belonging unqualifiedly to the public and open, 
without discrimination, to all who respect the laws and 
regulations governing its use. That is a principle which, 
in this republic, should not be violated, no matter how 
attractive any proposition involving its violation might 
seem from the standpoint of either the public or the 
standpoint of a private interest.” 


¥ 


“Sound money can be achieved only through the 
elimination of inflation. Gradually the federal budget 
must be brought into balance. Sound money cannot be 
assured until that is done, and a balanced budget in turn 
will require a willingness on the part of many segments 
of the population to stop seeking benefits for themselves 
from the federal government. Thus, our ability to main- 
tain a sound dollar will hinge in large part on public 
opinion and public action. The American people must 
want and work for a sound dollar before it can be at- 
tained.” 


* 


“The head of a midwestern power company recently 
said something that should be read and remembered by 
all of us : ‘Businessmen must stop acquiescing in govern- 
ment intervention which doesn’t seem to directly concern 
them. They will have to quit taking a handout from 
Uncle Sam with one hand, while they take a poke at 
bureaucrats with the other.’ That fits every group of 
citizens—including labor and agriculture as well as busi- 
ness people. The height of hypocrisy is to demand cheap- 
er and more limited government as a general principle— 
and then to keep right on seeking special benefits for 
oneself.” 
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Northwest Rivers 
Sing a Song of New Power 


Late last summer, two new hydroelectric plants began generating 

power in the Northwest. Both demonstrate man’s skill and ingenuity 

in harnessing the forces of Nature, and in each case the engineering and 
construction were handled by Ebasco. 

The Cabinet Gorge project of The Washington Water Power Company 

is powered by the deep, swirling waters of the Clark Fork River which 

roar through Cabinet Gorge. Here an arch dam was constructed 200 feet high, 
stretching in a graceful 600-foot arc across the canyon. 

The Yale Hydroelectric Plant of the Pacific Power & Light Company 

is one of the largest earth-fill dams and is operated by remote control from 
the Merwin Hydroelectric Plant, 14 miles downstream, which was 
engineered and constructed by Ebasco in 1931. 

Ebasco provides a wide range of construction and consulting services to 
business and industry all over the world. They are described in our booklet, 


**The Inside Story of Outside Help.” May we send you a copy? Write or 
phone Ebasco Services Inc., Dept. W, Two Rector Street, New York 6, N. Y. 


PACIFIC POWER & LIGHT COMPANY'S 100,000 kilo. CABINET GORGE HYDROELECTRIC DEVELOPMENT on the 


% 


Clark Fork River in northern Idaho, 4 mile west of the Idaho- 
Montana border. This project of The Washington Water Power 
Company has a 200,000 kilowatt generating capacity. 


watt Yale Hydroelectric Development on the Lewis 
River in Washington. 


NEW YORK + CHICAGO + WASHINGTON, D. C. 


Appraisal - Budget - Business Studies - Consulting Engineering 
Design & Construction - Financial - Industrial Relations - Inspection & 
Expediting - Insurance, Pensions & Safety - Purchasing - Rates & 
Pricing - Research - Sales & Public Relations - Space Planning 
Systems & Methods - Tax - Traffic - Washington Office 
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PRINCIPLES OF PUBLIC UTILITY 
— REGULATION 
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Principles of 
blic Utility Regulation 
! j ‘ 


all (1941) 


Webber 





by A. C. Webber 


(Former Chairman, Massachusetts Department of Public Utilities) 





Here are the frank confessions of a commis- 


RTI RINE AE 5 21 I 


sioner whose aim has been to coordinate the 


public administration of the regulatory law 





with the private conduct of the utility business i 
so as to encourage confidence and good will in : c 
831 Pages the domain of both the investor and consumer. iC; 


$6.50 








Included are discussions of vital questions, such as: T 





- - - Taxes in Relation to Rates 





- - - Higher Operating Costs in Relation to * 
the Consumer and Utility Stockholder 


- - - The Reproduction Cost Rule 
- - - Inflation and Utility Rates 


- - - Rates of Public Service Corporations 
and Other Price Levels 








lea 


- - - Constitutional Safeguards Insuring Rea- 
sonable and Just Compensation for Public 
Utility Property Devoted to Public Service 


B Pri 


Concise Supplementary Text Referring to Important Principles of 
hethi 


Public Utility Regulation with Annotations 





PUBLIC UTILITIES REPORTS, INC. 


MUNSEY BUILDING WASHINGTON 4, D. C. 
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"The EFFECTIVENESS 
|of the HAPPY MAN” 


% 


ers 


AORN IETS 


th 


| Clarence B. Randall sold us an idea. His book 
Creed for Free Enterprise.” does more than call on 
and me to speak out and fight for the freedom 
ch we love. It rises far above the dreary parade of 
ted words that cross our desks. 


Too many of these pamphlets shout for sound 
mey—to an audience of bankers; advocate lower 
es—to our prosperous friends; dilate upon the wis- 
m of Thomas Jefferson—to admirers of Senators 
d and Taft; talk about the benefits of free enter- 
pe—at the club. 


Now Clarence Randall will fire you with enthu- 
m to quit mumbling to yourself and to accept 
leadership which is yours. He’ll get you to— 
Speak whenever an audience will listen to you. 
Take your civic activities seriously. 
Give of your time to government problems. 
Work with the unions, make them better. 


Improve production, for the good of society. 


Productivity. That is the field where we can do 
hething here and now to make a better America. 





P.S. When we ran this in Electrified Industry we added 
a little footnote like this one, and offered to send any 
reader a copy of the Randall book upon request. More 
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President of Inland Steel 


What you can do RIGHT NOW 


Today you can promote the enterprise system by 


increasing production and lowering costs. You can 
use specific ideas like these: 


New way to recover heat, save money. 
Mechanization will eliminate undesirable tasks. 
Better method improves quality, saves material. 


Happier workers, more output thru air condition- 


ing and improved lighting. 


Are you with us? Do we believe in individual 


initiative? Do we start today to make production go 
up. costs down? 


Then let’s use the ideas that your electrical friends 


offer in this volume. 


ELECTRIFIED INDUSTRY ~~ Codeay5 hiaivoest 


Martin Publications —- 20 No. Wacker Dr., Chicago 6 


than one hundred industrial executives read the footnote 
and wrote to us. This proves that leading customers 
use Electrified Industry to their profit and yours, 





NEW! Roomiest Cab! Wide, 3-man cab 


with easy-chair seat. 951 sq. in. windshield 
and best all-around visibility of any make. 


NEW! Sharpest Turning! 39° turning angle, 


short wheelbase design for top maneuver- 
ability. Easiest handling trucks there are! 


NEW! V-8’s and Sixes! Most powerful 


V-8's in popular field—133 to 172 h.p. Plus 
famous Dodge Sixes. 7 engines in all. 


NEW! Low-Built Lines! Built low for better 


road stability, easier loading, ground-hugging 
good looks. Lower step for easier cab entry. 


ALL ADD UP TO 


en 
-~ 
Pa 


“A better deal 
for the man | 
at the wheel 


See “Break The Bank” with Bert Parks on TV (ABC, Sundays). 

Hear “The Roy Rogers Show” on radio (NBC, Thursdays). k 

See “Make Room For Daddy” with Danny Thomas on TV (ABC, Tuesdays}, 

Enter the Dodge 40th Anniversary All America Contest. See your dealer. 
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FOR CLEANER 
COOKING 


lumbia Gas System 
delivers a modern miracle 


24 Hours-A- Day! \ 


FOR INSTANT 
HOT WATER. 


* 
COLUMBIA 
GAS 


SYSTEM 
* 
* 


© The Columbia Gas System 


CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Com- 

H pany, Virginia Gas Distribution Corporation, Big Marsh Oil Company, Central Kentucky Natural Gas Company; 
Tuesday : COLUMBUS GROUP: The Ohio Fuel Gas Company; PITTSBURGH GROUP: The Manufacturers Light and Heat 
t pany, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, The Key- 

dealer. stone Gas Company, Inc., Natural Gas Company of West Virginia; OIL GROUP: The Preston Oil Company. 


| 
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Only when you have comprehensive, 
accurate, and reliable facts at hand 
can sound decisions be made. 


' Reports Commonwealth's specialists—with 
Business Surveys years of experience in financial work, 


A ° | engineering, taxes, insurance, and the 
ppr aisais : ; 
many other phases of today’s business 


activity will analyze the many factors 
affecting the operations and future 
outlook of a given business or industry. 
















As a preliminary to investment; to ob- 
tain a perspective on existing business 
or future expansion; to get all the 
facts — use a Business Analysis by 
Commonwealth as your blueprint for 
sound executive decision. 


“*A man's judgment 
is no better 

than the facts 

at his command...” 


GET THE FACTS! 





We invite your inquiry. Write for our booklei 
describing in detail the many services avail- " 
able to you. 
Address: Department E 

20 Pine Street, New York 5, N.Y. 








INVESTIGATIONS 










REPORTS 
FINANCING 4 
alae: ay ‘i 4f 
ae Pose C7 LALA Ahhh UY G It VILLA Git Zs 
INSURANCE 
PENSIONS ad sbsuideaued 
DEPRECIATION 
sane, COMMONWEALTH ASSOCIATES INC. 
CONSULTING & DESIGN ENGINEERING 
P e - 
INDUSTRIAL & ecco 20 Prine Steed, New York i NY. 
ADVERTISING frtion Michigan Wishinglon. De > 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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Announcing ... 


the first book of its kind 


PREPARING FOR THE UTILITY RATE CASE 


by Francis X. Welch, B. Litt., LL. B., LL. M. 


The satisfactory solution of the most expensive and difficult problem of Commission Regulation— 
The Rate Case—depends very largely upon how well and how thoroughly the details of 

preparation have been given attention. “Preparing for the Utility Rate 

Case” is a compilation of experiences taken from the records of 

actual rate cases. It has required two years of research, 

study and analysis, conducted by Francis X. Welch, Editor 

of PUBLIC UTILITIES FORTNIGHTLY, with the aid and 


cooperation of selected experts, to complete this treatise. 


The volume, being the first of its kind, should be found 
invaluable to utility executives, rate case personnel, 
attorneys, accountants, consultants, regulatory com- 
missions, rate case protestants, and, in fact, to all persons 
engaged in or having an interest in rate cases. 


Among the values of this compilation are the reviews of 
methods and procedures, which have been found helpful in— 


® simplifying and speeding up rate case 
groundwor 

® saving time and expense of companies, 
commissions and other parties 

© cutting down “lag losses” 

® aiding the consumer by making possible 
faster plant and service improvements 

® increasing the confidence of investors 


—all of which are in the public interest. 


The volume does not offer a program of standardized 
procedures for rate case preparation, but reviews the plain 
and practical methods that have been used. 


These chapter headings indicate the coverage: 


The Birth of the Utility Rate Case Completing the Rate Base; 
Public Relations and the Rate Case Working Capital 
The Birth of Utility Company Rate Opposition Operating Expenses 
The Grand Strategy of the Rate Case Operating Expenses, Continued— 
Selection and Function of the Attorney Annual Depreciation 
The Mechanics of Rate Case Preparation The Rate of Return 
Proof of the Rate Base Rate Adjustments—Allocations 
The Completed Rate Base—Overheads, Land, 
Depreciation, Working Capital 





> The edition is limited, so be sure to order your copy today. 


PUBLIC UTILITIES REPORTS, INC.. Publishers 
309 MUNSEY BUILDING 
WASHINGTON 4, D. C. 
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This machinist is “miking” a disc for one of the largest butterfly valves ever 
built — 192” diameter. Newport News built 3 such valves, each weighing 446,000 
lbs., for the Ross Power Plant, Skagit Project, Department of Light, City of 
Seattle, Washington. Designed for a water flow of 3,620 cu. ft. per sec., and a 
hydrostatic pressure of 290 psi., these valves were shop tested by Newport News 
at 450 psi. They are hydraulically operated with oil at 1,500 psi. pressure. 





Bit of ( 200-ton - 


This dis¢ for a 16-foot butterfly valve reflects two basic advantages 
of Newport News fabrication... 


First, it exemplifies the careful attention Newport News crafts- 
men give to every detail. And secondly, it attests to the quality with 





which Newport News produces in massive equipment for public 
utilities and allied industries...due to Newport News’ high inte- 
gration of skill and production facilities. 


Additional advantages accrue to customers from extensive work 
conducted in Newport News’ testing laboratories on problems re- N E WS 


loted to water power equipment. 





Shipbuilding and | 
Dry Dock Compan 
Newport News, Virgh 


Avail yourself of the engineering talent, along with the special- 
ized production techniques and the skill of Newport News crafts- 
men operating vast steel fabricating shops, five huge machine shops, 
drop forging and die facilities along with acres of brass, iron and 
steel foundries. 


Let us bid on equipment for your present or future projects. 
If you are not familiar with the way Newport News can help you, 
write for our illustrated booklet entitled “Water Power Equipment” 
...it’s yours for the asking. 
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You may find 


a fresh approach... 


‘Tackling utility company problems daily .. . 
maintaining close and continued contact with 


the financial world gives us an understanding 








of the complex field of utility financing and 
investor relations which may be of help to you. 


A fresh approach to the problem you are 
now studying may be suggested by a talk with 
us. Call Public Utilities Department at Digby 
4-3500 or write us at One Wall Street. 


IRVING TRUST COMPANY 


ONE WALL STREET ° NEW YORK 15, N. Y. 





Capital Funds over $123,000,000 Total Resources over $1,400,000,000 


Witt N. Enstrom, Chairman of the Board 
Ricuarp H. West, President 


Public Utilities Department—Joun F. Cutips, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Twofold Benefits From The 


Analysts Journal 


7, ts timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to — 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. = 





2 Its advertising pages provide a means of putting your story 


across to the Analysts. There is no more direct and effec- Ele 
tive way to contact this influential group of investment ae 
specialists than to advertise in their own quarterly Journal. elect 


To Keep Abreast of Investment Markets 





_——— 
READ THE ANALYSTS JOURNAL 
€ Edisc 
begin 
é 
To Keep Investment Markets Abreast of Your Company 
ADVERTISE IN THE ANALYSTS JOURNAL 
PUBLISHED QUARTERLY BY THE NEW YORK SOCIETY OF SECURITY ANALYSTS pomane 
THE ANALYSTS JOURNAL Missoy 
20 Broad Street, Room #908 Associ 
New York 5, N. Y. gineer: 
Gentlemen: | 
] Please enter my subscription for one year at the subscription rate of 
$5.00—United States; $5.50—Canada. = 
(] Please send me your advertising brochure. T 
Oklaho: 
Name ........ 8s tt eee hr ae see tne ee ORE ee Ge ATER Ryne a a Sete ciation | 
gas yn 
eR TERIA SEE Rast On ers ee Le kn a ele a ten tobe kw ches ol cours. 
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Thursday—1 


Electrical Maintenance En- 
gineers Association of 
Southern California begins 


Friday—2 


Northwest Public Power 
Association ends 3-day an- 
nual convention, Tacoma, 


Saturday—3 


American Water Works 
Association, New York 
Section, will hold annual 


Sunday—4 


American Public Relations 
Association begins meet- 
ing, New York, N. Y. 





. : meeting, Watertown, N. 
wag 9 ao _— Y, Apr. 22, 23. Advance 
iii j notice. 
Monday—5 Tuesday—6 Wednesday—7 Thursday—8 


Edison Electric Institute 
begins annual sales confer- 
ence, Chicago, Ill. 


Iowa Independent Tele- 
phone Association begins 


American Water Works 
Association, Kansas Sec- 


Louisiana Polytechnic In- 
stitute begins annual in- 








Friday—9 


Missouri Valley Electric 
Association ends 3-day en- 
gineering conference, Kan- 


annual convention, Des tion, begins annual meet- strumentation conference, 
Moines, Iowa. ing, Emporia, Kan. Ruston, La. 
Saturday—10 Sunday—11 Monday—12 
Indiana Gas Association Illuminating Engineering National Conference of 


will hold annual meeting, 
French Lick, Ind. Apr. 


Society begins southwest- 
ern regional conference, 


Electric and Gas Utility 
Accountants begins, Bos- 








sas City, Mo. 22, 23. Advance notice. Houston, Tex. ton, Mass. 
® 
Tuesday—13 Wednesday—14 Thursday—15 Friday—16 


Oklahoma Utilities Asso- 

ctation begins southwestern 

gas measurement — short 
course, Norman, Okla. 





American Gas Association 

ends 3-day sales conference 

on industrial and commer- 
ctal gas, Chicago, IIl. 





National Personnel Con- 
ference of the Gas Indus- 
try begins, Chicago, III. 





Illuminating Engineering 

Society ends 2-day inter- 

mountain regional confer- 
ence, Denver, Colo. 























Se, 


Hydro on the Winnipeg River 
Neighbors to the north (Manitoba, Canada) are expecting the completion of the 
McArthur project in 1955, adding hydro capacity to Winnipeg Electric 
Company’s controlled supply. 
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Practicalities in Rate Making 


Today 


This is an analysis of the rate-making situation as it has 

developed in up-to-date regulatory practice. It contains 

a background and a summary which point to the basic 

problem of modern rate regulation—keeping abreast 
of cost changes. 


By JUSTIN R. WHITING* 
CHAIRMAN OF THE BOARD, CONSUMERS POWER COMPANY 


Economic Changes 
ERIODICALLY since the advent of util- 
ity regulation in this country, we 
have experienced national economic 

changes or reverses. These readjustment 
periods are one of the factors of our capi- 
talistic system. The foundations of a boom 
period are laid during the period of de- 
pression, and conversely the causes of a 


*For additional personal note, see “Pages with the 
Editors.” 


recession are bred during a boom. One of 
the indices by which these variations in 
trends may be followed is the change in 
the price of commodities. 

These are days in which management 
is confronted with tremendous investment 
for future needs. All utility companies are 
trying to chart their course five years 
ahead of time. This has been brought about 
by reason of our expanding economy de- 
manding more service and the develop- 
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ment of large high-temperature, high- 
pressure electro-steam generating units 
and other facilities. These installations in- 
volve long periods between the time of 
ordering from the manufacturer and the 
delivery. It, therefore, becomes increas- 
ingly important that the utility executive 
have some guide to aid him in charting 
our earning potential to pay for these fa- 
cilities. 

Discarded Gold Standard and Substituted 

Full Employment 


W: discarded the gold standard twenty 
years ago.’ The purchasing power of 
the dollar as measured by consumer prices 
has declined during this period to 48 
cents.® In spite of campaign promises, any 
administration which expects to keep in 
office is bound to undertake to maintain 
full employment. As a consequence, our 
economy will continue to expand and op- 
erating costs will continue to be high, as 
they have during this period. Disregarding 
minor short-term fluctuations, this will be 
the condition so long as these concepts of 
governmental fiscal policy obtain. 


Rate-making Process Quasi Legal and 
Political 


Rate proceedings before commissions 
are quasi legal. They follow the procedures 
of administrative law. Being a legislative 
function, they are also political in the 
better sense. By that is meant being “en- 
gaged in or connected with civil admin- 
istration” as distinguished from being 
“more concerned to win favor or to retain 
power than to maintain principles.’”* If 





1U.S. Code Annotated, Title 31, par. 315b. 

2 Computed from Consumers’ Price Index, The 
Economic Almanac, 1953-54. 

8 The American College Dictionary (Random 
House). 
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this civil administration is to be effective 
and arrive at fair results, it must proceed 
according to established principles as a 
guide. What are these principles? 


How Can We Keep Abreast of Rising 
Costs? 


How can we keep abreast of increased 
wages, taxes, and costs of materials in 
the operation of our utilities today? First, 
we must continue our traditional quest for 
operating economies. To mention only a 
few of these: mechanize where practical; 
install the most efficient facilities; seek to 
avoid overtime wages in the operation of 
the business; and try to give the best pos- 
sible service for the customer’s dollar. 

After this we are bound to make our 
rates for service in accordance with the 
economics of the day. The guide by which 
we arrive at such end result has been 
wrought in the evolution of our rate mak- 
ing over the past seventy-five years. 


Evolution of Rate Making 


A summary review of this is enlighten- 
ing: 
Arbitrary Regulation. During the 
¢ boom (1871) following the Civil 
War, an Illinois statute fixing the maxi- 
mum charges on storage of grain was 
adopted. Numerous states adopted the 
Granger laws fixing maximum railroad 
charges. By the time the court proceedings 
testing the constitutionality of these laws 
reached their final stages, the depression 
of 1873 had set in. Many railroads were 
in receivership and these laws in many 
states had been repealed. In 1877, in Munn 
v. Illinois* it was decided that the grain 





£94 US 113. 
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PRACTICALITIES IN RATE MAKING TODAY 


elevator business was clothed with a pub- 
lic interest and that regulation by a state 
statute under the police power was con- 
stitutional. The Granger laws were like- 
wise upheld. 

So it was that we were launched upon 
a fixed and arbitrary regulation of utili- 
ties of that day. 


2 Legislative Power Delegated to 
¢ Commission. Nine years later in 
1886 in Stone v. Farmers Loan & Trust 
Co.,® the court upheld the validity of a 
Mississippi statute providing for a rail- 
road commission with full regulatory 
powers. It was provided that rates must 
be reasonable. For the first time the Su- 
preme Court intimated that determination 
of the reasonableness of a rate might be 
subject to judicial review. Further, the 
court held that the power to regulate was 
not the power to destroy. The court said: 


Under pretense of regulating fares 
and freights, the state cannot require a 
railroad corporation to carry persons or 
property without reward; neither can 
it do that which in law amounts to a 
taking of private property for public 
use without just compensation, or with- 
out due process of law. 


Here is the keystone of our regulation 
of utility rates. The right of the state to 


5116 US 307. 


q 


7d 

“WE discarded the gold standard twenty years ago. The pur- 
chasing power of the dollar as measured by consumer prices 
has declined during this period to 48 cents. In spite of cam- 


regulate is based on the general police 
power, but its exercise must be reasonable 
and avoid a taking of private property 
for public use without just compensation. 
These two fundamental propositions have 
not changed. The body of rate law and 
regulation as we know it today has had 
its growth from these beginnings. 


3 Determination of Reasonableness— 
e Fair Value. It was eight years later, 
during the depression of 1893 when prop- 
erty values had declined below original 
cost, that William Jennings Bryan sought 
a reduction in railroad rates based upon 
the then fair value of the railroads’ prop- 
erty, in Smyth v. Ames.® In the course 
of the opinion it is stated: 


We hold, however, that the basis of 
all calculations as to the reasonableness 
of rates to be charged by a corporation 
maintaining a highway under legislative 
sanction must be the fair value of the 
property being used by it for the con- 
venience of the public. And, in order 
to ascertain that value, the original cost 
of construction, the amount expended 
in permanent improvements, the amount 
and market value of its bonds and stock, 
the present as compared with the origi- 
nal cost of construction, the probable 
earning capacity of the property under 


8169 US 466, 546. 


paign promises, any administration which expects to keep in 
office is bound to undertake to maintain full employment. As 
@ consequence, our economy will continue to expand and 
operating costs will continue to be high, as they have during 


this period.” 
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particular rates prescribed by statute, 
and the sum required to meet operating 
expenses, are all matters for considera- 
tion, and are to be given such weight 
as may be just and right in each case. 
We do not say that there may not be 
other matters to be regarded in estimat- 
ing the value of the property. What the 
company is entitled to ask is a fair re- 
turn upon the value of that which it 
employs for the public convenience. On 
the other hand, what the public is en- 
titled to demand is that no more be 
exacted from it for the use of a public 
highway than the services rendered by 
it are reasonably worth. 


For the next forty-seven years, utility 
rate regulation in this country followed 
the standards laid down in these cases. 
Many states adopted statutes making 
mandatory the procedure by which rea- 
sonable rates should be determined. 
Among these generally was a provision 
that a fair value rate base be found and 
a reasonable rate of return allowed there- 
on. Many states established a similar rule 
of case law. 


4 Occurrences Contributing to Hope 
¢ Case. The economy throughout this 
long period was again affected by world 
events: the Spanish American War, 
World War I, and World War II. Our 
economy continued to expand. The utility 
industry has become our largest industry 
in point of investment. Market values of 
all property and securities during the 
boom of the twenties rose to unheard of 
heights. Speculation was rife. Then fol- 
lowed the great depression of 1929 and 
the thirties when values collapsed, busi- 
nesses failed, men wanted to work and 
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could not get jobs. The political philoso- 
phy of our federal government changed. 
The New Deal came into power in 1933. 
The pendulum swung the other way. A 
crusade ensued in a punitive atmosphere 
in which laws were enacted to right the 
wrongs of the past. The most basic change 
so far as our economy is concerned was 
the repeal of the gold standard, to which 
I have already referred. 

The Securities Act of 1933 and the Se- 
curities Exchange Act of 1934 both regu- 
lated the issuance of securities and prac- 
tices pertaining to their sale. All securities 
sold were on prospectuses giving all facts 
pertaining to an issuer. A purchaser who 
will take time to read these will know all 
there is to be known about a company. 

The Federal Power Act gave jurisdic- 
tion to the Federal Power Commission 
over electric utilities engaged in interstate 
commerce, with authority to regulate in- 
terstate rates. The commission was au- 
thorized to and did promulgate a classifi- 
cation of accounts. This classification 
required electric utilities to place upon 
their books of account the original cost of 
the utilities’ property (the cost to the per- 
son first devoting the property to public 
use) with the amounts carried on the 
books in excess of such cost to be classi- 
fied in other accounts. Such other accounts 
were required to be written off against 
surplus or capital or to be amortized over 
a period of time. A similar classification 
of accounts was adopted by the Federal 
Communications Commission and state 
public service commissions generally. 


ih period men felt that if they were com- 

pelled to reflect on the books of ac- 
count of a company the original cost of 
property, it would lead to abandonment 
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Equalizing Benefits of Price Changes 


as i the American farmer, wage earner, and unregulated businesses are 

entitled to the benefits of increased value of their products when such 

values increase because of the lesser value of our currency, then the utilities 

should have the same benefits, and when conditions are reversed, we in 

the utility business should experience the same consequences as they affect 
our industry. This 1s in the manner of our tradition.” 
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of the fair value concept. This proposition 
was raised in the American Teleph. & 
Teleg. Co. v. United States.’ In the course 
of the opinion, Justice Cardozo says: 


... To avoid the chance of misunder- 
standing and to give adequate assurance 
to the companies as to the practice to 
be followed, we requested the Assistant 
Attorney General to reduce his state- 
ments . . . to writing in behalf of the 
commission. He did this and informs 
us that “the Federal Communications 
Commission construes the provisions 
of ... (the order)” as meaning “that 
amounts included in Account 100.4 


7299 US 232, 16 PUR NS 225, 231. 


(which is the same as Account 100.5 
for the electric industry) that are 
deemed, after a fair consideration of 
all the circumstances, to represent an 
investment which the accounting com- 
pany has made in assets of continuing 
value will be retained in that account 
until such assets cease to exist or are 
retired; ...” 

We accept this declaration as an ad- 
ministrative construction binding upon 
the commission in its future dealings 
with the companies. . . . The admintis- 
trative construction now affixed to the 
contested order devitalizes the objec- 
tion that difference between present 
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value and original cost is withdrawn 
from recognition as a legitimate invest- 
ment. (Italics supplied. ) 


HIS so-called “administrative con- 
struction” has been honored in its 
breach by many regulatory authorities. 

The Johnson Act® enacted in 1934 took 
away from utilities the right to engage in 
lengthy rate cases by filing suit in a 
United States trial court to enjoin the 
putting into effect of a commission rate 
order on the ground that it violated due 
process. We all know that the procedure 
now calls for an appeal direct from the 
order appealed from. 

Under the Federal Power Act, the Fed- 
eral Power Commission compelled all 
utilities engaged in interstate commerce 
to write off from their books large 
amounts carried in excess of original cost. 

The Securities and Exchange Commis- 
sion in the administration of the Public 
Utility Holding Company Act of 1935 
caused most of the public utility holding 
companies to dissolve or reorganize. 

It was in 1938 that the Natural Gas 
Act was adopted, giving the Federal Pow- 
er Commission jurisdiction over interstate 
natural gas rates where no regulation had 
before existed. Congress admonished the 
Federal Power Commission to allow rates 
only slightly above a confiscatory rate by 
empowering the commission to order a 
“. . decrease where existing rates are 
unjust, unlawful, or are not the lowest 
reasonable rates.” It was only asked to 
consider fair value when found “neces- 
sary for rate-making purposes.” 


Q End Result by Experts. The Hope 
¢ Natural Gas Company was owned by 





8U.S. Code Annotated, Title 28, § 1342. 
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the Standard Oil Company (New Jersey). 
It had been engaged in a prosperous busi- 
ness for thirty-five years—the sale of 
natural gas in interstate commerce. It 
plowed large sums from earnings back 
into the business and paid substantial cash 
dividends to its parent. In a proceeding 
before the Federal Power Commission to 
reduce its rates as provided by the Natural 
Gas Act, an order was entered on May 
26, 1942. The commission found a rate 
base, applied a rate of return, and allowed 
certain rates. On statutory appeal to the 
Supreme Court in Federal Power Com- 
mission v. Hope Nat. Gas Co.,® the Su- 
preme Court upheld the order on the prin- 
ciple that the total effect of the rate order 
could not be said to be unjust and un- 
reasonable. 


M* Justice Dovuctas, speaking for 
the court, said: 


... From the investor or company point 
of view it is important that there be 
enough revenue not only for operating 
expenses but also for the capital costs 
of the business. These include service 
on the debt and dividends on the 
stock. ... By that standard the return 
to the equity owner should be commen- 
surate with returns on investments in 
other enterprises having corresponding 
risks. That return, moreover, should be 
sufficient to assure confidence in the fi- 
nancial integrity of the enterprise, so 
as to maintain its credit and to attract 
capital... . 


He further said, referring to the order: 


... It is the product of expert judg- 
ment which carries a presumption of 
validity. ... 


9 320 US 591, 51 PUR NS 193, 199, 200. 
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The Douglas opinion goes on to state: 


. .. But the fact that the value is re- 
duced does not mean that the regulation 
is invalid. . . . It does, however, indi- 
cate that “fair value” is the end prod- 
uct of the process of rate making, not 
the starting point .. . The heart of the 
matter is that rates cannot be made to 
depend upon “fair value” when the 
value of the going enterprise depends 
on earnings under whatever rates may 
be anticipated. 


RY opinions were rendered in this 

case. All parties interested have been 
in doubt as to the exact meaning or con- 
clusions to be drawn from this decision. 
Ten years have elapsed since its rendition. 
Discussion and argument about its mean- 
ing still persist. It is not my purpose to 
enter into this discussion. Recent articles 
appearing in the October 8, pages 528 and 
554, October 22, page 635, and Decem- 
ber 3, 1953, page 817, of the Pusric 
UTILiTIEs ForRTNIGHTLY deal with both 
the legal and philosophical aspects of this 
subject in a scholarly and comprehen- 
sive manner. It was on this decision un- 
der these circumstances that the word 
went out that our rate-making processes 
throughout the states had been changed. 
The Hope Case was thought to be the 
bible of rate making. 

I will undertake to point out some other 


q 


“States which laid down the orderly rate-making process as 
mandatory either by statute or case law have saved their public 
service commissions from an uncharted sea. Within the ambit 


things which have happened since, and the 
practical aspects of rate regulation as it 
exists today in light of these four famous 
cases to which I have alluded. 


Occurrences Since the Hope Case 
oo the Hope Case, inflation result- 

ing from military expenditures and 
foreign aid caused by World War II and 
Korea has persisted. As a consequence, 
utilities have been forced to seek increased 
rates to meet mounting costs. 

Commissions and courts in many states 
have come to realize that the standards to 
be used in arriving at reasonable rates 
under the statutes of their states have not 
been changed. As previously mentioned, 
among these standards generally is a pro- 
vision that a fair value rate base be found 
and a reasonable rate of return allowed 
thereon. 

Unlike the Natural Gas Act, state com- 
missions have been authorized and ac- 
customed in fixing rates for the future to 
be given some leeway or a zone within 
which rates may be established. “Between 
the point where a rate may be said to be 
so low as to be confiscatory and the point 
where it must be said to be so high as to 
be oppressive upon the public, there is a 
‘twilight zone’ within which the judgment 
of the commission may operate without 
judicial interference. . . .”?° 


10 City of Detroit v. Michigan Railroad Commis- 
sion, 209 Mich 395, at 433, PUR1920D 867, 901. 


of these statutes or rules of law lies a zone within which utility 
rates may readily be established. Utility rates are for the fu- 
ture. They are not susceptible of exact arithmetical calculation.” 
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In City of Pittsburgh v. Pennsylvania 
Public Utility Commission,” the superior 
court of Pennsylvania held that the de- 
cision in the Hope Case did not change 
the law of Pennsylvania. The Pennsyl- 
vania commission has continued to use 
fair value as a rate base and has given 
substantial weight to reproduction cost 
evidence, with the approval of the courts 
of the state. 

The Ohio commission has continued to 
determine value on the basis of recon- 
struction cost new less depreciation in ac- 
cordance with the statute. This view was 
sustained in the City of Marietta v. Pub- 
lic Utilities Commission.” 


_ the Consumers Power Company elec- 
tric rate case * in January, 1950, the 
Michigan commission stated that it was 
high time that the matter of the proper 
approach to a rate base “should be de- 
cided and announced for once and for all.” 
It first quoted from § 7 of Act 106 of the 
Public Acts of Michigan for 1909 (MSA 
22.157) which provides: 


. . . In determining the proper price, 
the commission shall consider and give 
due weight to all lawful elements prop- 
erly to be considered to enable it to 
determine the just and reasonable price 
to be fixed for supplying electricity, in- 
cluding cost, reasonable return on the 
fair value of all property used in the 
service, depreciation, obsolescence, risks 
of business, value of service to the 


consumer, the connected load, the 
hours of the day when used, and the 
quantity used each month .. . (Italics 
supplied. ) 


1161 PUR NS 226. 
1271 PUR NS 186. 
13 82 PUR NS 97, 105, 108. 
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The commission then reviewed various 
decisions of the commission, the supreme 
court of Michigan, and the United States 


Supreme Court and concluded that 
“|. . both our legislature and our Su- 
preme Court have told us that we are to 
operate upon the basis of fair value.” 

The commission made it clear that 
original cost is not the sole criterion of 
value. It said: 


As we see it, the determination of 
fair value is a matter of judgment. It 
is to be exercised by the commission 
after giving careful consideration to all 
the various elements entering into the 
formation of a sound, reasonable, and 
intelligent judgment as to the present 
fair value of the property of the utility 
used and useful in its business. 

We are considering this question at 
a time in the economic history of this 
country when we are experiencing the 
most violent inflationary period of our 
national life. The evidence shows that 
the facilities and property of this utility 
have been constructed and acquired 
over a period upwards of thirty-five 
years and it is incredible that fair value 
measured in 1949 dollars is not in ex- 
cess of the original cost of construction 
or acquisition. If it is worth anything 
more than its original cost, it neces- 
sarily follows that in determining its 
present worth, we are departing from 
original cost as the sole criterion of 
value. 


HE Maryland Court of Appeals in 
Chesapeake & P. Teleph. Co. v. Pub- 
lic Service Commission,’ held that the 
commission was required to use a fair 





1497 PUR NS 50. 
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No Snob Arguments on Rate Base Issue 


be HERE it is necessary to seek higher rates because of higher operat- 

ing costs brought about by inflation, we must reject the view that 
it is old-fashioned to rely upon fair value as fundamental. The drudgery 
of proving fair value in a rate hearing is now pretty well dissipated. Utilities 
maintain continuing property records. Today’s costs are readily applied 
to each ttem of plant. Commissions and their staffs are conversant with 
the state of efficiency of the properties of the utilities under their 

jurisdiction.” 





value rate base. Attempts subsequently 
made to amend the statute to provide for 
an original cost rate base have thus far 
been unsuccessful. 

The Maine Supreme Judicial Court in 
New England Teleph. & Teleg. Co. v. 
Public Utilities Commission,” held that 
the rate base was present fair value and 
not original cost. The Maine statute was 
subsequently amended but still provides 
for a consideration of current value in 
fixing reasonable value of property. 

The Marion County Circuit Court of 
Indiana in Indiana Bell Teleph. Co. v. 
Public Service Commission,’*® held that a 





1598 PUR NS 326. 
1693 PUR NS 480. 


utility was entitled to a reasonable return 
on the fair value of its property and that 
recognition should be given to reproduc- 
tion cost in determining that value. 

The Illinois Commerce Commission 
considered that it was not required to find 
a fair value rate base, but the Illinois Su- 
preme Court in Illinois Beil Teleph. Co. 
v. Illinois Commerce Commission,” held 
that present fair value continues to be the 
basis for rate making in Illinois. 


r the report of the committee on valua- 
tion of the National Association of 
Railroad and Utilities Commissioners, 





1798 PUR NS 379. 
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made in September, 1953 (on page 6), it 
is stated: 


The Hope Case decision was taken 
by many commissions, both federal and 
state, as permitting the use of original 
cost as the rate base in place of fair 
value and many took the view that it 
was no longer necessary to allow rates 
which would produce the equivalent of 
a fair return on the fair value of the 
property. It should be borne in mind, 
however, that the court did not lift all 
constitutional restraint and that to date 
it has not adopted original cost as the 
rate base for the test of confiscation. 

Despite the holding in the Hope 
Case, some utilities in a great majority 
of states have continued to offer evi- 
dence of present value in postwar rate 
cases. The ground for offering such 
proof has been that it is the established 
law of the state, as distinguished from 
federal law, or that to achieve a just 
and reasonable end result requires the 
recognition of such evidence in fixing 
rates. This evidence has taken a variety 
of forms, including reproduction cost 
new and estimates of current cost based 
on trended original cost. 


_ those jurisdictions where a net origi- 
nal cost rate base is used today, the 
commissions invariably state that much of 
the property of the utility has been con- 
structed since World War II and there- 
fore current costs are reflected in original 
cost. This argument does not stand up 
under analysis. In the first place, a far 
smaller proportion of the property has 
been constructed since World War II than 
the number of dollars spent on construc- 
tion would lead one to believe. In the sec- 
ond place, utility construction costs have 
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not remained stable during this postwar 
period but have continued to climb to new 
heights each year and in the past four 
years have increased about 25 per cent. 
Most important of all, a grave injustice is 
done to prior investors by ignoring the 
change in the value of our currency since 
they made their investment. 


Appraisal of Value in Market Place 


5 epomannees our issuance and sale of 
securities are closely regulated, yet 
common stocks today are freely bought 
and sold at prices well above their original 
depreciated book value. Charles Tatham, 
Jr., of Institutional Utility Service, Inc., 
in an article published by the New York 
Society of Security Analysts and reprinted 
in the Analysts Journal of November, 
1953, analyzes the average market price 
percentage of book value in AAA, AA, 
and A public utility common stocks over 
the years of 1943-52. He shows the aver- 
age market price of the common stocks 
of all of these companies over these years 
to be 138 per cent of their book value. He 
quotes Commissioner Nelson Lee Smith 
of the Federal Power Commission in a 
talk given before the National Federation 
of Financial Analysts Societies in Phila- 
delphia in April, 1953, as saying: 


I think we can agree that for equity 
financing to be attractive stock must 
command an appreciable premium over 
book value and that perhaps this 
premium must be greater in the newly 
established venture than the old and 
seasoned company. The question is, 
how great must this premium be? 


; * also refers to a statement made by 
James A. Lyles, vice president of 
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the First Boston Corporation, in an 
address before the New York Society of 
Security Analysts in September, 1952. 
Mr. Lyles said: 


. . . The meat of the coconut to me 
is simply that each individual company 
must be provided with enough dollars 
of earnings to enable it, in the light of 
its own cash requirements and particu- 
lar circumstances, to continue to raise 
its common stock money at an appre- 
ciable premium over book value. 


He refers to a recent letter from Dr. 


James A. Bonbright in which he stated 
as follows: 


I believe that regulation should en- 
courage soundly managed companies to 
earn returns that will support a material 
excess in market values over book 
values during periods of prosperity. 


M* TATHAM concludes his article with 
this statement: 


In summing up it appears reasonable 
to conclude that for a company with a 
typical capitalization structure and a 
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growth rate approximating that of the 
industry, an average market price pre- 
mium of about 40 per cent above book 
value is reasonable. If the growth rate 
is such as to require periodically sub- 
stantial amounts of new equity capital, 
considerably higher premiums appear 
justified and may well be necessary in 
order to provide the incentive for new 
investment in the field. 


Here is a recognition by willing pur- 
chasers and willing sellers in the market 
place of an underlying value in excess of 
the original cost depreciated. In some in- 
stances it may be a recognition of the re- 
quirements of the territory operated in 
causing substantial growth of utility plant. 
Again, it may be an appraisal of good 
management of the company, but to my 
mind it includes an innate reliance upon 
the fairness of commissions which author- 
ized such original sales and our constitu- 
tional guaranty that the stockholders’ in- 
terest in the fair value of the property will 
be protected against confiscatory rates. 
Our practices and development of the in- 
dustry over this long period of time have 
had this guaranty in the background. 


Electric Power and Light Industry 
A Young Industry 


HE electric power and light industry 

is young. You will not find many of 
its rate cases adjudicated in the decisions 
of the United States Supreme Court. The 
rapid development in the art of generating 
and transmitting electricity, together with 
the tremendous expansion of the industry, 
resulted in reduced costs. As a conse- 
quence, while the trend of commodity 
prices in general was upward, there was 
an almost continuous decline in electric 
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rates for half a century, as is shown by 
the chart appearing on page 409. 

During all this period utility manage- 
ments were accustomed only to reduce 
rates. The inflation resulting from the 
governmental policies adopted in 1932-36 
was at first masked by the depression and 
then suppressed by wartime price controls. 
It was not until the effects of inflation 
were made manifest at the close of World 
War II that many utility managements 
were confronted with the necessity of 
seeking increased rates. Neither they nor 
their attorneys had been on the affirmative 
side of a rate proceeding. It is not strange 
that they were timid. They have some- 
times temporized in the name of what 
passes for expediency. This failure stoutly 
to affirm their position has not sprung 
from any lack of conviction. Rather it 
has come about through discouragement 
with the refusal of some commissions to 
look the economic facts of life squarely 
in the face. 


peerage this governmental fiscal 
policy, utilities were able to make great 
savings in interest costs by the refunding 
of their bonds. This factor has now been 
outrun by the continual increase in costs 
of construction and operation resulting 
from the depreciation of our dollar. The 
plain fact is utility earnings, the wages of 
their invested capital, have not kept pace 
with the general movement of the whole 
economy during the past decade. 

Let’s assume a concrete illustration: A 
hydro generation plant was constructed in 
1914 when common labor earned two and 
one-half dollars a day and other costs 
were comparable. The plant has been 

vell maintained except that the windings 
of its armatures today are better than the 
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Planning for Future Needs 


GC HESE are days in which management is confronted with tremendous 

investment for future needs. All utility companies are trying to 
chart their course five years ahead of time. This has been brought about 
by reason of our expanding economy demanding more service and the 
development of large high-temperature, high-pressure electro-steam gen- 
erating units and other facilities. These installations involve long periods 
between the time of ordering from the manufacturer and the delivery.” 





original. It generates as many kilowatt- 
hours in a given period of time as it did 
forty years ago. It is a vibrant part of 
an expanded, integrated electric system. 
In considering its worth in fixing rates in 
today’s dollars should it be regarded as a 
relic of antiquity and have ascribed to it 
the cost of forty years ago less deprecia- 
tion? 

Such an approach, it seems to me, 
disregards what has happened in the in- 
terval and is unfair to the investors whose 
dollars made the facility available. 


411 


We Must Face Up to the Economics 
Of the Day 


oo it is necessary to seek higher 

rates because of higher operating 
costs brought about by inflation, we must 
reject the view that it is old-fashioned to 
rely upon fair value as fundamental. The 
drudgery of proving fair value in a rate 
hearing is now pretty well dissipated. 
Utilities maintain continuing property 
records. Today’s costs are readily applied 
to each item of plant. Commissions and 
their staffs are conversant with the state 
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of efficiency of the properties of the utili- 
ties under their jurisdiction. No longer is 
the case transferred into a federal court 
where it must be tried all over again in 
a hostile atmosphere of antagonists. To- 
day when the utility is the moving party 
the usual practice is for it to prepare its 
exhibits and either submit them to the 
commission staff in advance, or else sub- 
mit them in evidence, afford the staff 
opportunity to examine them and cross- 
examine in regard to them, and to submit 
evidence in reply at an adjourned hearing. 
The modern rate hearing takes on more 
the character of a proceeding where all 
the parties have mutual respect for one 
another and seek to arrive at a fair result. 

If our rate proceedings are political in 
the better sense, they must “maintain prin- 
ciples” as a guide. To discard “fair 
value” as the starting point in the rate- 
making process and accept in its place the 
“end result” because it cannot be said to 
be unreasonable or unjust, confounds 
principle and makes the administrative 
process a proceeding subservient to pre- 
conceived ideas of men and not accord- 
ing to principle or standard. An investor 
might as well say that two of the main 
risks of the utility business are the caliber 
of its management and the fairness of its 
regulation. 


—— which laid down the orderly rate- 
making process as mandatory either by 
statute or case law have saved their pub- 
lic service commissions from an uncharted 
sea. Within the ambit of these statutes 
or rules of law lies a zone within which 
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utility rates may readily be established. 
Utility rates are for the future. They are 
not susceptible of exact arithmetical cal- 
culation. 

The determination of present-day 
fair value is out of the strict field of 
accountancy. It calls for the exercise of 
sound judgment. Utility management 
should face up to the economics of the day 
and provide commissions with all available 
proof to show the impact of the present 
economic forces in the operation of their 
company. So long as we live under the 
profit system, the profit derived will con- 
trol in the fixing of fair rates and sound 
financing. 


W: are often admonished by the orig- 
inal cost advocates that, if fair value 
is adopted, we will suffer when the cycle 
changes and values go into decline. My 
answer to this threat is that, to the extent 
this prediction may be true, we must 
assume the burden. In fact, that is one of 
the attributes of our American system. 
If the American farmer, wage earner, and 
unregulated businesses are entitled to the 
benefits of increased value of their prod- 
ucts when such values increase because of 
the lesser value of our currency, then the 
utilities should have the same benefits, and 
when conditions are reversed, we in the 
utility business should experience the same 
consequences as they affect our industry. 
This is in the manner of our tradition. 
In the process, we gain economic muscle 
with which we can assist if necessary when 
called upon to preserve this very system 
which has made us strong as a nation. 
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Limiting FPC Control over 
Gas Distribution 


Congress has recently passed a bill, growing out of a Supreme Court 
decision, to limit Federal Power Commission jurisdiction over 
intrastate gas distribution. This article suggests that intrastate 
activities might be exempt, regardless of whether a state commis- 
sion exercises jurisdiction or whether state law provides for the 


same. 


By OSWALD MALAND anv JAMES ZARTMAN* 


ion as to the form and manner of 

regulation of the natural gas in- 
dustry, one proposition at least seems to 
have enlisted the support of all parties con- 
cerned, the industry, state and federal 
regulatory authorities, the courts, and the 
Congress: The proper balance has not yet 
been struck between federal, state, and 
local regulation. A number of bills and 


QO: of the welter of conflicting opin- 


*Attorneys, Chapman and Cutler, Chicago, II- 
linois. For additional personal note, see “Pages with 
the Editors.” 


amendments thereto have been introduced 
in Congress in the past several years de- 
signed to correct this situation. Congress 
recently passed the Hinshaw Bill, which 
exempts from Federal Power Commission 
jurisdiction regulated intrastate gas dis- 
tribution. 


HAT such clarification is deemed vital, 
immediately, is evidenced by the fact 
that from the time of its introduction, the 
Hinshaw Bill, as proposed in the 83rd Con- 
gress, received the firm support of the state 
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regulatory authorities, the Federal Power 
Commission itself, and the major portion 
of the industry. Time ran out on this bill 
before it could be brought to a vote in the 
Senate during the last session. Because 
the present session is still one of the 83rd 
Congress, the bill had retained the posi- 
tion as a pending bill when the session 
opened in January. The Senate completed 
congressional action on March 15th. Nev- 
ertheless, these writers would like to di- 
rect attention to certain inadequacies of 
the Hinshaw Bill, which might well war- 
rant even further amendment. 


HE pressure of activity to amend the 

Natural Gas Act was, of course, a re- 
sult of widespread concern over the asser- 
tion by the FPC of jurisdiction over 
spheres of activity of the gas industry 
which seem to be matters of purely local 
concern, over activity which is being and 
can best be regulated locally. This assertion 
of an expanding jurisdiction has been sus- 
tained by the courts as valid as far as the 
power of the FPC is concerned. The Su- 
preme Court, in the now famous case of 
Federal Power Commission v. East Ohio 
Gas Co. et al. (1950) 338 US 464, 82 PUR 
NS 1, held that the FPC has the power (as 
a matter of construction of the Constitution 
and the Natural Gas Act) to regulate the 
local distributor who operates completely 
within a single state if such distributor 
also operates pipelines by means of which 
he takes his gas at high pressure from the 
big interstate lines for local distribution. 
Federal regulation is sustained even 
though the gas is received and totally con- 
sumed within the state. The Natural Gas 
Act has been interpreted by the FPC to 
give it jurisdiction over local gas distribu- 
tors who connect a distribution system 
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with an interstate pipeline by means of a 
short stub line.’ The line of demarcation 
between centralized and localized authority 
is drawn at the point where the pressure 
in the lines is reduced in order to supply 
the gas at the burner tips of the individual 
consumers. 


HAT the delineation of the federal 

jurisdiction on the basis of this “pe- 
culiarly mechanistic formula” has created 
an anomalous and undesirable situation 
can admit of little doubt. A basic premise 
of our federal system is that regulation in 
this area by the centralized authority is 
permissible only where substantial inter- 
state commerce is concerned, the consid- 
erations involved being those both of 
power and of policy. 

Policy considerations would seem to dic- 
tate that centralized regulation of the local 
distributor is unwise: First of all, it must 
be kept in mind that the purpose of gov- 
ernmental regulation of utilities is to sub- 
stitute, in the public interest, for the eco- 
nomic forces at work in a freely competi- 
tive industry. The market conditions with 
which the local distributor must contend 
are not national in scope, they are local 
problems varying the country over, differ- 
ing in competitive factors for each area of 
local distribution. And since the prob- 
lems with respect to the local distributor 
are not uniform, it is not in point to argue 
for the exercise of federal authority in 
order to achieve uniformity and simplicity 
of regulation. Regulation on a local basis 
will be better informed, more conversant 
with, and responsive to changing local 
conditions. 

In the second place no legitimate inter- 





1 See article in January 5, 1950, issue of Pustic 
Urtiities FortNIGHTLY, page 13 ef seq., and in is- 
sue of October 26, 1950, page 603 et seq. 
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est is served by an overlapping and dupli- 
cation of federal and local regulation. The 
end result is inefficient control, an industry 
unnecessarily burdened and uncertain as 
to its responsibilities, and, ultimately, loss 
and cost to the public as taxpayer and gas 
consumer. Where regulation of local dis- 
tribution can be handled effectively by the 
local authorities, the imposition of federal 
power is both unnecessary and irrational. 

Finally, as pointed out by Justice Jack- 
son in his dissenting opinion in the East 
Ohio Gas Case, where there is a real con- 
flict between state and federal authority, 
“experience shows state control will wither 
away and leave the federal rule in posses- 
sion of the field.” This “overriding of the 
state’s authority” is not consonant with the 
purpose and intent of Congress in enact- 
ing the Natural Gas Act. “The key to an 
understanding of the federal Natural Gas 
Act is its purpose to supplement but not to 
supplant state regulation.” The gap in the 
regulatory scheme which Congress intend- 
ed and purported to fill by means of the 
Natural Gas Act was “in the wholesale 
realm of the natural gas industry in inter- 
state commerce.” Local distribution was 
an activity specifically excluded from the 
regulatory powers of the FPC. 


' \ ‘HE above three reasons would seem 
to require that the jurisdiction of the 
FPC be clarified to meet the objections to 


the presently existing scheme of regula- 
tion. To this end the Hinshaw amendment 
was introduced. This bill exempts from 
federal regulation a company (and its fa- 
cilities) which receives, within the state 
border, gas which is to be consumed in 
the state if “the rates and service of such 
person and facilities be subject to regula- 
tion by a state commission.” Three types 
of intrastate dealers seem to be compre- 
hended: (1) the retailer who takes title 
in-state, the gas to be delivered directly to 
the consumer; (2) the wholesaler who 
takes title in-state for resale within the 
state, the gas ultimately to be consumed 
within the state; (3) the dealer picking 
up gas in-state and transporting it for hire 
within the state for a wholesaler or re- 
tailer, all of such gas to be consumed in- 
state. 

But these dealers are exempt only if 
they and their facilities “be subject to reg- 
ulation by a state commission.” This 
proviso is coupled with the stipulation that 
“a certification from such state commis- 
sion... that (it) has regulatory jurisdic- 
tion over rates and services of such (deal- 
ers) and facilities and is exercising such 
jurisdiction shall constitute conclusive evi- 
dence of such regulatory power or juris- 
diction.” These two clauses together seem 
clearly to mean that where there is no state 
commission (which, as hereinafter ex- 
plained, includes the regulatory body of a 


of power between federal and local authority created by the 


q “THE Hinshaw Bill is designed to correct the lack of balance 


East Ohio Case and the decisions of the FPC. It is designed 
to preserve local regulation where the local authorities can 
regulate and are regulating most effectively, to prevent an 
overlapping of functions and powers, and to insure that local 
regulation is supplemented rather than supplanted.” 
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municipality) with jurisdiction over rates, 
services, and facilities, there will be no 
exemption. Even the retailer delivering 
directly to the consumer (by means of a 
stub line connection with an interstate 
pipeline) and handling gas only within the 
state, on a local basis, would still be sub- 
ject to the regulatory power of the FPC 
if the necessity had not arisen in that state 
to constitute a commission with the author- 
ity to regulate the rates, services, and fa- 
cilities of that dealer. (It is hereinafter 
pointed out that a municipality never has 
jurisdiction over all of such matters.) In 
this situation, the local distributor, not 
coming within the exemption of the Hin- 
shaw Bill as drawn and still subject to the 
ruling of the Supreme Court in the East 
Ohio Gas Company Case and the decisions 
of the FPC, would have no choice but to 
submit to the authority of the FPC. 


bon problem is a real one. Five states 

have not extended the jurisdiction of 
their public utility commissions over the 
activities of companies engaged in the local 
distribution of natural gas. Minnesota, 
Mississippi, Nebraska, South Dakota, and 
Iowa have not seen fit to permit their 
commissions to regulate the intrastate 
natural gas industry (although the Ne- 
braska commission regulates the issuance 
of securities by such industry).* It seems 
apparent that the local distributors in 
these states who maintain stub line con- 
nections with interstate lines will still 
be subject to the jurisdiction of the FPC 
under the Hinshaw amendment as finally 


approved by the 83rd Congress. 
Further, the Hinshaw Bill provides that 
not only must the rates and services of the 


2 Moody’s Public Utuities, 1953 Manual, pp. a 134 
—a 135. 
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dealer be subject to regulation by a state 
commission but the facilities used by such 
dealer for the transportation or sale of the 
gas must be so subject as well before the 
exemption will apply. “Regulation of fa- 
cilities” undoubtedly has reference to the 
regulation of construction and of service 
extensions, the control over facilities ex- 
ercised through the issuance of certificates 
of public convenience and necessity or 
similar licenses or permits. If the stub line 
dealer must be subject to the jurisdiction 
of a state commission as to the issuance of 
certificates of public convenience and ne- 
cessity for the exemption of the Hinshaw 
Bill to apply, not only will the dealers in 
the five states mentioned above remain sub- 
ject to the power of the FPC but dealers 
in many other states (whose commissions 
have no authority to issue such permits) 
may not come within the exemptions 
provisions. 


N Colorado, where the services are to be 
rendered to a home-rule city, no cer- 
tificate of public convenience is granted 
by the state commission. Franchises are 
granted only by the state general assembly 
in Connecticut. The cities themselves are 
the only bodies with power to grant gas 
franchises in Florida. In Indiana a new 
area may be served without authority 
from the commission. The operation, con- 
struction, and maintenance of municipal 
pipelines are subject to local regulation 
only in Iowa. The state commission of 
Louisiana cannot grant or withhold any 
gas franchise. Such Louisiana franchises 
are granted only by the municipalities or 
by the parish police juries. Maine utilities 
are chartered by acts of the legislature 
with authority, issued by the cities, to use 
the streets. 
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Amending the Natural Gas Act 


ail ie draw an amendment to the Natural Gas Act which perpetuates 

duplication of and unnecessary regulation in the retail distribution 

area, the most localized sphere of the gas industry’s activities, is to fail to 

correct the very condition which gives rise to the necessity for the amend- 

ment. There is no more magic in the ‘state commission’ formula than there 
is in the ‘point of reduction of pressure’ formula.” 





HE authority for gas operations in 

Massachusetts is, in general, vested in 
the local aldermen or selectmen. In Minne- 
sota, Mississippi, and Nebraska the cities 
regulate gas rates and franchises. Ohio 
gas franchises are granted by the munici- 
palities alone; no other authority is re- 
quired. In Oregon a certificate of public 
convenience and necessity is needed only 
in the case of projected gas operations in 
towns of populations of 2,000 or less. The 
South Carolina commission has authority 
to grant certificates of public convenience 
and necessity only for electric utilities; all 
gas franchises are granted by the towns. 
No commission of South Dakota has au- 
thority to regulate gas construction and 
facilities in the state. In Texas certificates 
from the state authorities are not required 
for gas operations. And in Washington 
certificates are granted by the towns, coun- 


ties, or the highway commission. No spe- 
cial public service commission authority is 
required.® 


HE term “state commission” is defined 

in the Natural Gas Act to mean the 
regulatory body of the state or municipal- 
ity having jurisdiction to regulate rates 
and charges for the sale of natural gas to 
consumers within the state or municipality. 
(See Natural Gas Act, § 2 (8).) In view 
of this definition the exemption from FPC 
jurisdiction permitted by the Hinshaw Bill 
would exist in the event it could be estab- 
lished that the regulatory body of a mu- 
nicipality has jurisdiction over the “rates, 
services, and facilities” of the party op- 





8 The above information has been compiled by 
Moody’s from the answers to questionnaires sent 
out to the various state commissions. This compila- 
tion is to be found at pp. a 135—a 136 of Moody’s 
Public Utilities, 1953 Manual. 
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erating the gas transportation pipeline. We 
know of no statute which gives to the reg- 
ulatory body of a municipality power to 
issue or refuse to issue certificates of pub- 
lic convenience and necessity for, or to take 
other action of a similar character with 
respect to, pipelines located outside the 
corporate limits. Therefore, the fact that 
the term “state commission” includes a 
regulatory body of a municipality creates 
no basis for an exemption under the 
proposed Hinshaw Bill. 


HE Hinshaw Bill is designed to cor- 

rect the lack of balance of power be- 
tween federal and local authority created 
by the East Ohio Case and the decisions of 
the FPC. It is designed to preserve local 
regulation where the local authorities can 
regulate and are regulating most effective- 
ly, to prevent an overlapping of functions 
and powers, and to insure that local regu- 
lation is supplemented rather than sup- 
planted. 

The amendment as passed does not do 
these things, at least as far as the intra- 
state retail distributor is concerned. 

The exemption of the bill is extended to 
three types of in-state dealers or handlers: 
the retailer, the wholesaler, and the person 
transporting for hire. Of these three types, 
one, the retailer, is generally subject to the 
regulation of and being regulated by the 
public authorities within the local distri- 
bution area. Whether or not a formally 
constituted commission of the state is in 
the picture, affirmatively exercising juris- 
diction over the retailer, that retailer is 
regulated as to franchises by the munici- 
pal or county authorities and as to rates by 
either the state commission or the mu- 
nicipality where distribution is made (al- 
though the facilities used in the trans- 
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portation of gas situated outside the cor- 
porate limits are not so regulated). 

Even though the retailer has now been 
held to be subject to the jurisdiction of the 
FPC because of the ownership of lines 
connecting local distribution facilities with 
high-pressure lines located in the same 
state as such facilities, under the Natural 
Gas Act the FPC has no control over such 
retailer with respect to rates charged by 
the retailer in local distribution or over his 
local distribution facilities. (See § 1(b) 
of the Natural Gas Act.) 


HE extension of FPC jurisdiction 

over the activities of this intrastate 
retailer is neither wise nor necessary in 
the public interest. One objection to the 
jurisdiction of the FPC under these cir- 
cumstances is that in view of the lack of 
control of the federal commission over the 
local distribution facilities and local rates 
and the regulation of such matters locally 
there should be no occasion to require the 
retailer to go to the FPC as a condition 
precedent to the construction of any pipe- 
line located within a state connecting the 
local distribution facilities with a high- 
pressure interstate pipeline. Certificates of 
convenience and necessity are designed to 
protect against the construction of lines 
where the field is already occupied and to 
avoid the construction of unnecessary 
lines. 

In the case of a local gas distributor the 
question of competition is controlled by 
the local municipality, since no one can 
effect distribution of gas in a municipality 
unless he secures a local franchise or other 
similar right. The question of whether or 
not the construction of the line is necessary 
is also controlled in a similar manner by 
the local municipality. 
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An additional and important objection 
to the jurisdiction of the FPC in this sit- 
uation is the fact that by virtue of the own- 
ership of a stub or connecting line the ac- 
counting of the retailer becomes unneces- 
sarily subject to the control of the federal 
authorities and the retailer is required to 
comply with the accounting regulations of 
the FPC and to file all required reports. 


; > draw an amendment to the Natural 
Gas Act which perpetuates duplica- 
tion of and unnecessary regulation in the 
retail distribution area, the most localized 
sphere of the gas industry’s activities, is 
to fail to correct the very condition which 
gives rise to the necessity for the amend- 
ment. There is no more magic in the “state 
commission” formula than there is in the 
“point of reduction of pressure” formula. 

The case is different as to the intrastate 
wholesaler serving the public and the per- 
son transporting for hire. In the cases 
where regulation of these persons is neces- 
sary in the public interest, if the state 
commission does not have jurisdiction to 
regulate and the FPC is denied this power, 
a very real gap would be created in the 
regulatory scheme. 

The municipalities cannot and do not 
regulate the wholesaler serving the public 
effectively; and although proper amend- 
ment of the Gas Act would eliminate dupli- 
cation of regulation, it should not create 
any hiatus in the pattern of that regula- 
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tion. To the extent that the activities of 
the intrastate wholesaler serving the pub- 
lic and dealer transporting for hire should 
be controlled by public authority and to 
the extent that the FPC has the power un- 
der the East Ohio Gas Company decision 
to regulate the intrastate activity of these 
persons, it would seem that authority 
should be vested in either a state commis- 
sion or in the FPC to impose regulatory 
measures upon this portion of the in- 
dustry. 


T° meet the foregoing objections and 

to accomplish the purposes for which 
it was intended, a further amendment to 
the Hinshaw Bill would have to exempt 
the in-state retailer (although he maintains 
connections between the local distribution 
facilities and an interstate pipeline) from 
FPC jurisdiction regardless of whether a 
formal commission of the state is exercis- 
ing jurisdiction over him and his facilities. 
Whether or not the exemption should be 
held to apply to the in-state wholesaler or 
to the in-state company transporting for 
hire (unless a state commission is con- 
trolling their activities), it is submitted 
that the local distributor selling at retail 
should not in any event be subjected to the 
regulatory power of the FPC. 

A revision of the Hinshaw Bill which 
would have this effect by requiring the 
certificate of the state commission only in 
case the facilities are those of an interstate 


authority is drawn at the point where the pressure in the lines 


q “Tue line of demarcation between centralized and localized 


is reduced in order to supply the gas at the burner tips of the 
individual consumers. That the delineation of the federal juris- 
diction on the basis of this ‘peculiarly mechanistic formula’ has 
created an anomalous and undesirable situation can admit of 
little doubt.” 
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wholesaler or a person transporting for 
hire is set out below. The new matter 
proposed is italicized : 

(c) The provisions of this act shall 
not apply to any person engaged in or 
legally authorized to engage in the trans- 
portation in interstate commerce or the 
sale in interstate commerce for resale, 
of natural gas received by such person 
from another person within or at the 
boundary of a state if all the natural gas 
so received is ultimately consumed with- 
in such state, or to any facilities used 
by such person for such transportation 
or sale, provided, if the facilities used 
by any person are used or are to be used 
for or in connection with the sale of 
natural gas in interstate commerce for 
resale or for or in connection with the 
transportation of natural gas in inter- 
state commerce for hire it shall appear 
that the rates and service of such per- 
son... are subject to regulation by a 
state commission. The matters ex- 
empted from the provisions of this act 
by this subsection are hereby declared 
to be matters primarily of local concern 
and subject to regulation by the sev- 
eral states. A certification from such 
state commission to the Federal Power 
Commission that such state commission 
has regulatory jurisdiction over rates 
and service of such person... and is 
exercising such jurisdiction shall con- 


stitute conclusive evidence of such reg- 
ulatory power or jurisdiction. 


HE deletion of the words “and facili- 
ties” in the proposed amendment has 
been suggested in case it is deemed ad- 
visable to extend the exemption from FPC 
jurisdiction to the in-state wholesaler and 
to the person transporting for hire in those 
cases where a state commission has a juris- 
diction to regulate these dealers which does 
not include the power to issue certificates 
of public convenience and necessity to 
them or to otherwise regulate the con- 
struction and extension of their facilities. 
If such further change is not adopted 
so as to eliminate the requirement of state 
commission jurisdiction of the character 
now provided in the Hinshaw Bill in cases 
not involving the in-state wholesaler and 
the person transporting gas for hire, then 
an amendment to the Natural Gas Act 
should be adopted which would eliminate 
accounting jurisdiction of the FPC over 
persons who are not engaged in the whole- 
sale sale of gas or transportation for hire 
of natural gas. The fact that a person en- 
gaged in local distribution also happens to 
have a line located entirely within the state 
which connects the local distribution fa- 
cilities with a high-pressure interstate line 
is not a logical basis for vesting in the 
FPC jurisdiction over the accounting of 
such person. 





Higher Peaks Ahead 


“ee as only a few years ago no one would have forecast the 
height of the business peak in 1953, no one can forecast with 


any assurance the peaks in the years ahead except that we will 
see still higher ones in the future.” 
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—STANLEY C. Hope, 
President, Esso Standard 
Oil Company. 








Capital Cost and Fair Return 


ParT III. The Past versus Future Prospects in 
Testing Reasonable Allowance 


The rather extended analysis and review of the guiding principles (Part I 
and Part II) provide the basis for identifying the capital cost concept 
which has validity and meaning for the purpose of utility rate regulation 
in the present circumstance. The term “competitive cost of capital” was 
used to describe this kind of capital cost. In this instalment the author 
suggests some more specific definitions of capital cost and stresses the 
importance of considering future prospects as well as past test periods. 


By J. RHOADS FOSTER* 


ost of capital to any given public 

utility changes with the passage of 

time, depending upon changes in 

the general level of interest rates, in the 

characteristics and circumstances influenc- 

ing market appraisals of investment risk, 

and of opportunities to realize capital 
gains. 

A first question is thus presented : 

Is a capital cost rate for the purpose of 
fair rate of return determination properly 
the cost on the basis of which the existing 
capital was committed to the enterprise 
from time to time? 


*Managing partner, Foster Associates, utility 
economists and consultants. 


Or is it the cost on the basis of which 
the existing capital could be replaced, 
or new capital obtained in reasonable 
amounts, at the time of the proceeding? 


— answer to this question depends 

largely on whether or not the value of 
money has remained reasonably stable. 
The prudent investment doctrine of rate 
regulation, as originally conceived (Bran- 
deis), had a consistent regard for the 
conditions under which capital was com- 
mitted to the regulated enterprise. It 
would use the invested capital as the rate 
base, but would allow a rate of return cor- 
responding to the costs of such capital un- 
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der the conditions existing at the time of 
investment (experienced cost of debt, pre- 
ferred and common stock capital), not the 
cost as at the time of the rate proceeding 
(current cost). 


i the general price level were reason- 

ably stable, or if price changes were 
mere fluctuations (so that prices could be 
expected to return to their starting levels 
within reasonable time limits), the pru- 
dent investment method could be made to 
provide reasonable results. 

However, the decline in the value of 
money has now gone so far and is prospec- 
tively so permanent that a consistent use 
of the prudent investment method will not 
provide returns that are economically ade- 
quate or fair. The original cost formula is 
unfair and uneconomical for reasons that 
have been spelled out at some length. Thus, 
competitive cost is now the only available 
standard upon which the regulatory proc- 
ess may fix reasonable rates. This ap- 
proach should have a consistent regard for 
the conditions existing at the time of the 
rate proceeding, with respect to both 
amount of capital (rate base) and rate of 
return (cost of capital). 

When there has been a significant 
change in the value of money since the 
dates of investment in the enterprise, cost 
of capital committed from time to time in 
the past (and available to the company at 
the time of the proceeding) can be meas- 
ured only in dollars of a constant or com- 
parable purchasing power. This means the 
current value of the dollar, in which the 
return is necessarily realized. Therefore, 
assuming a rate base consistent with the 
competitive cost principle (the establish- 
ment of which is not dependent upon cost 
of reproduction evidence), it is a consist- 
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ently determined competitive capital cost 
rate that is the valid and appropriate 
evidence of a fair rate of return. 


_ a current cost of capital, consistent 

with the competitive cost standard, 
properly the cost of refinancing or replace- 
ment capital? 

Or ts it the cost of new and additional 
capital? 

The financial history of an enterprise 
generally provides a more reliable indica- 
tion of prospective earning capacity for 
funds already invested than for additional 
capital. When new capital is not yet em- 
ployed, no earnings record is available, 
and a considerable lag may be experienced 
before a full earning power is reached. 
Therefore, as the general rule, investors 
require a larger return as compensation for 
the greater uncertainty. The cost per dol- 
lar of new capital, particularly in the case 
of common stock capital, is generally high- 
er than the cost of replacement capital. 

In the competitive world, the prospec- 
tive returns required to induce construc- 
tion of additional plant capacity, or to in- 
duce another competitor to enter a given 
field, must be at least equal to the current 
cost of the required additional capital. 
Corresponding returns are earned by the 
already existing productive facilities of 
equivalent capacity, assuming equal man- 
agerial efficiency. Therefore, it is the cur- 
rent cost of substantial increments of debt, 
preferred stock and common stock capital 
which is the relevant evidence of a fair rate 
of return to a public utility. 


hae a current cost include costs of re- 
deeming securities, or of eliminating 
or revising past contracts with investors 
for the purpose of giving the company ac- 
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cess to lower capital costs or more favor- 
able terms? 

The answer is that costs of this kind are 
related to past circumstances and have no 
place in a determination of currently com- 
petitive cost per dollar of capital. 

The “imbedded costs” are not a part of 
the cost of inducing an additional supply 
of capital to a given competitive arena. 
They are not costs incurred by a new com- 
petitor seeking to enter the arena. 


Is the investors’ return requirement as a 

component of cost of capital, to be used 
as evidence of a fair rate of return, prop- 
erly measured by whatever may be the 
prices at which already outstanding securt- 
ties are traded in small lots? 

Or, is it measured by the prices at which 
a substantially increased supply of the se- 
curities would be absorbed by the market? 

Securities, whether bonds or stocks, of- 
fered in any substantial quantity tend to 
sell at lower prices (and therefore on the 
basis of larger return requirements) than 
do already outstanding securities having 
an equal claim on income and subject to 
equal investment risk. An offer of addi- 
tional securities in substantial quantity 
makes a drain on the limited supply of 
capital available for investment at a given 
time. This is particularly true of common 
stock as compared with securities that are 


CAPITAL COST AND FAIR RETURN 


taken in large part by institutional in- 
vestors. The stock must be priced sufh- 
ciently below the levels indicated by small- 
lot trading in the outstanding stock of the 
same or similar quality that the offer will 
be attractive to a sufficiently large number 
of investors and the additional supply will 
be absorbed. 

Since the market pressure is unavoid- 
able, the effect is properly recognized in 
estimating the cost of new or additional 
capital to be used as evidence of a fair rate 
of return. 


Gave cost of capital for the purpose 

of fair rate of return determination be 
the cost on the basis of whatever may be 
the existing capital structure of the enter- 
prise? 

Or, should it be the estimated cost on 
the basis of some other and hypothetical 
structure? 

The cost of debt, of preferred stock, and 
of common stock capital for any given pub- 
lic utility each varies with the capital 
structure. That is, the cost rates vary with 
the proportions of the different kinds of 
capital in the capitalization. 

The financial management of an enter- 
prise uses different kinds of securities to 
appeal to different investors, who are un- 
like in their ability and willingness to take 
risks. The total risk of the business is thus 


changes were mere fluctuations (so that prices could be ex- 


q “TIF the general price level were reasonably stable, or if price 


pected to return to their starting levels within reasonable time 
limits), the prudent investment method could be made to pro- 
vide reasonable results. However, the decline in the value of 
money has now gone so far and ts prospectively so permanent 
that a consistent use of the prudent investment method will not 
provide returns that are economically adequate or fair.” 
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distributed unequally among the several 
classes of investors. The creditor requires 
a contract that protects him against a sub- 
stantial proportion of the risks of the busi- 
ness, so that the risk burden falls dispro- 
portionately upon the owners. The bond- 
holder is satisfied with a prospective return 
of, say, 3.5 per cent because the owners of 
the property have assumed a large share 
of the risk inherent in the employment of 
the capital represented by the bonds. 

Obviously, the greater the amount of 
debt in relation to total capital, the greater 
the risk burden per dollar of common stock 
capital. 


_ essence of the position of the com- 

mon stockholders is that they receive 
as a return only whatever may be the bal- 
ance of revenue remaining after all other 
requirements have been met, including 
operating expenses, taxes, depreciation, in- 
terest, and preferred dividends. 

The greater the amount of debt and 
smaller the ratio of common stock to total 
capital, the greater the leverage and, other 
factors being equal, the higher the cost of 
common stock capital on an investment 
basis. 

Conversely, where the amount of debt 
is relatively small, the risks shifted to 
the common stock are smaller per dollar 
of common stock capital. 

The diagram on page 427 shows these 
relationships at a fairly recent date for 
electric utilities of approximately average 
investment quality. The data are not in- 
tended to represent any given utility. The 
cost of debt capital increases from about 
3.4 per cent for a debt ratio (debt to total 
capital on a book basis) of only 10 per 
cent to about 3.7 per cent for a debt ratio 
of 50 per cent. Assuming that the pre- 
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ferred stock capital is in addition to debt 
amounting to 50 per cent of the total, the 
cost rate increases from 4.6 per cent to 5 
per cent for a debt and preferred stock 
ratio of 75 per cent. The cost of common 
stock capital is here measured by reference 
to average market valuations of electric 
utility common stocks over the five years, 
1948 to 1952, inclusive. The estimated 
cost is about 6.4 per cent, assuming no debt 
or preferred stock capital. The cost of 
common stock capital increases to about 8 
per cent for a capital structure in which 
one-half of the capital is represented by 
common stock and to about 13 per cent 
for a common stock equity ratio of only 
25 per cent. 


NDER “normal” market conditions, 
cost per dollar of total capital does 
not vary widely within a considerable 
range of differences in capital structure. 
For the composite electric utility, under 
the conditions reflected by the diagram, 
the cost rate varies from 6.1 per cent for 
a capital structure including 75 per cent 
common stock to 5.8 per cent for an equity 
ratio of 50 per cent and to about 6.1 per 
cent for an equity ratio of 30 per cent. 

In theory, the cost per dollar of total 
capital does not vary with capital struc- 
ture, because the total of business risk 
present in the enterprise is not changed by 
the manner in which that risk is distributed 
among the several classes of investors. In 
practice, the cost does vary somewhat with 
capital structure, for the reasons that the 
form of capitalization may introduce an 
element of investment risk, investors’ com- 
parative preferences for risk taking and 
for security change from time to time, and 
contracts with investors lag in their ad- 
justment to the changes. 
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Adjusting the Inflexible Rate Base 


66 ACTUALLY, a fair return is incapable of rational determination un- 

less and until it is recognized that the dollar is not a constant unit 

of measurement and the extent of the change in its purchasing power since 

the dates of investment is measured and known. Where the rate base is 

made inflexible, as a matter of administrative policy, the relevant changes 

in economic circumstances must be reflected in the allowable rate of return 
if the end result is to be fair and reasonable.” 





A kind of error of measurement is 

made when cost rates that are relat- 
ed to a given capital structure are used to 
estimate the capital cost which would be 
associated with some other capital struc- 
ture. To illustrate, assume that the exist- 
ing capital structure of a given company 
includes 30 per cent debt, for which the 
cost is 3.6 per cent, and 70 per cent com- 
mon stock, for which the cost is 7.1 per 
cent. The computation would be made: 
30 X 3.6% + .70 X 7.1% = 6.05%. 
A regulatory commission might say : “The 
cost of capital is much lower on the debt 
portion than on the common stock por- 
tion; therefore we will determine the cost 
of capital on the basis of a capital struc- 
ture including 45 per cent debt.” The illus- 
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trative computation would be: .45 X 3.6% 
+ .55 X 7.1% = 5.5%. But the correct 
answer is closer to 6 per cent than 5.5 per 
cent. When the debt ratio is increased, 
other factors being unchanged, the cost 
rates for debt and of stock capital are each 
higher. The margins of protection avail- 
able to each are reduced. 

Neither are the proportions of debt and 
stock that provide the minimum capital 
cost, and the maximum market value of 
the investments, under spot or current 
market conditions, appropriately to be 
used for the purpose of fair rate of return 
determination. 

Reference to the diagram suggests that, 
for the average electric utility under fairly 
recent market conditions, the “least cost” 


APRIL 1, 1954 








combination includes from 40 to 50 per 
cent common stock capital. But the capital 
structure that results in the minimum 
capital cost and the maximum investment 
value is continuously shifting with market 
conditions. Several years ago, when the 
level of interest rates was depressed and 
the cost of common stock capital was high- 
er than more recently, the capital structure 
providing the lowest cost per dollar of total 
capital included a relatively high propor- 
tion of debt and a much smaller proportion 
of common stock. That relationship, to- 
gether with the tax discrimination against 
equity capital, caused some regulatory 
commissions to place pressure on public 
utilities to increase debt ratios. 


HE charges for utility service should 

not be made to depend upon what- 
ever may be the existing capital structure 
of the utility. The actual choice of capital 
structure for the corporate entity is a mat- 
ter for financial management and should 
be viewed as a managerial responsibility. 
Rate regulation should allow scope for the 
exercise of that responsibility. The capital 
cost estimate is readily made on the basis 
of the capital structure which is prudent 
and reasonable in the light of the risk 
characteristics of the enterprise and rela- 
tively long-term market conditions. This 
is the policy that is consistent with the 
competitive cost standard. The actual 
capital structure of the given company is 
often within the range of reasonableness 
and would be used for this reason. Varia- 
tions in capital structure, over a consider- 
able range, make little difference in the 
capital cost estimate, assuming the estimate 
to be properly made. On the other hand, 
the capital cost associated with an ab- 
normal capital structure, not prudent or 
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reasonable in the light of the risk charac- 
teristics of the business and generally ac- 
cepted financial standards, is not accept- 
able as the measure of a fair rate of return. 


- the cost rate for common stock capital, 
as a component of the cost of capital, 
properly measured on the basis of what- 
ever may be the stock market conditions 
at the time of the proceeding? 

Or, is it measured on the basis of more 
representative or “normal” conditions? 

This question points to one of the limita- 
tions of the capital cost standard, for the 
purpose of rate regulation, even if capital 
cost be defined in economic terms. The 
stock market is influenced by recurring 
moods of optimism and pessimism, so that 
the price behavior is volatile and erratic. 
The swing may be from a bear market as- 
sociated with business recession and uncer- 
tainty to a bull market associated with 
business confidence and activity. Cost per 
dollar of capital tends to be lower in pe- 
riods of business confidence and prosperity 
and higher during periods of reduced busi- 
ness confidence. Therefore, a cost-of- 
capital estimate that reflects spot or short- 
term market conditions is unsatisfactory 
evidence of a fair rate of return. The al- 
lowable rate of return to a public utility 
should not be tied to the mood of the stock 
market. If influenced by the volatile move- 
ment of stock market prices, the rate of re- 
turn is likely to be lower during periods of 
business prosperity and higher during 
periods of recession or depression. That 
kind of regulation would be economic 
folly. 

But it cannot be expected that such a 
method of measurement will be applied 
consistently, so that the spot indications of 
capital cost will be reflected in rates of re- 
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turn when they are on the high side in a 
period of business depression. The history 
of rate regulation makes it clear that high- 
er rates of return will not be allowed in 
periods of depressed business. Instead, the 
use of cost of capital as evidence of a fair 
rate of return would become a one-way 
street. 


i? cost of common stock capital is to have 
any validity and usefulness for the pur- 
pose of fair rate of return determination, 
it must be defined as a representative or 
“normal” cost over a period long enough 
to eliminate the influence of cyclical 
changes and short-term fluctuations in the 
stock market. That kind of capital cost, 
appropriate for the purpose, may be called 
a “current cost” to distinguish it from the 
historically experienced cost of capital to 
the utility, but it is likely to vary sig- 
nificantly from a cost on the basis of spot 
market conditions. 

A related aspect is the unreliable market 
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as TOTAL 


appraisal of common stock leverage. Sub- 
stantial prices are paid under certain mar- 
ket conditions for short-term and effer- 
vescent advantages of leverage. The com- 
mon stock equities of natural gas transmis- 
sion companies provide an illustration. 
During recent years, the market has capi- 
talized the earnings on thin equities, nar- 
rowed to 20 per cent or an even smaller 
percentage of total capital (current bal- 
ance sheet), on roughly the same basis as 
it capitalizes the earnings on broad equities 
of gas pipeline companies. The result is 
an apparently low cost per dollar of total 
capital for companies with high debt 
ratios and thin equities, but such common 
stock prices reflect speculative and short- 
term or even irrational appraisals, as dis- 
tinguished from long-term investment ap- 
praisals. The risks of the pipeline business 
are not, in fact, reduced by increasing the 
amount of debt capital from, say, 40 to 80 
per cent of total book capital. A policy of 
rate regulation which substantially reduces 
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the allowable rate of return because the 
debt ratio is 80 instead of 40 per cent is 
wholly irrational. 

If the current appraisals of leverage 
position are to be made the basis of a lower 
rate of return, society should be prepared 
to allow the higher rates of return that 
would be required in periods of business 
adversity to reflect what will then appear 
to be the corresponding disadvantages of 
leverage position. Otherwise, use of cost 
of capital as evidence would become in this 
respect a one-way street. 


I: cost of common stock capital properly 
measured by use of earnings-price 
ratios? 

The earnings-price ratio is merely an 
arithmetic ratio between two independent- 
ly determined facts or components ; name- 
ly, (a) earnings per share as reported for 
a past accounting period (or periods), and 
(b) a spot or relatively short-term market 
price of the common stock. For example, 
an earnings-price ratio may be the com- 
puted relationship of annual earnings per 
share to the average of the twelve monthly 
high-low market values of the stock for 
the given year. Or, a monthly earnings- 
price ratio may be the computed relation- 
ship of latest reported earnings per share 
to the average high-low market value of 
the stock for each given month. 

The ratio of reported earnings to mar- 
ket price is only by chance a measure of 
the rate at which investors are capitalizing 
prospective earnings, and thus of the cost 
of common stock capital. 

It is elemental and generally understood 
by regulatory authorities, analysts, and 
economists that the cost of capital on an 
investment basis is measured by the rate 
at which investors capitalize what they 
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believe to be the prospective returns from 
investment in the enterprise, plus the mar- 
gin of cost incurred or to be incurred by 
the company in obtaining access to the 
capital supply. 


NFORTUNATELY, earnings-price ratios 

are all too often used as though they 
are in fact capitalization rates, without 
scrutiny or analysis to determine their 
meaning and significance. Any procedure 
that uses earnings-price ratios as part of a 
cost-of-capital formula without regard to 
their nature or meaning is indefensible. 

The meaning of earnings-price ratios 
may be limited and their usefulness as evi- 
dence of cost of common stock capital im- 
paired, in greater or lesser degree, by a 
wide variety of circumstances. 

Each of the two components of the 
earnings-price ratio must have an exclu- 
sive relation to the other and each must 
be representative for the purpose, if the 
earnings-price ratio is to be valid and use- 
ful as evidence of cost per dollar of com- 
mon stock capital. 

Earnings per share as reported for a 
past accounting period (calculated on the 
basis of the end of period or an averaged 
number of shares) are not as such a meas- 
ure of expected future earnings, for which 
the given price is paid in the market. Past 
earnings do not reflect whatever may be 
the anticipated changes in levels of operat- 
ing expense, income or other taxes, in the 
demands for service, or any other factor 
influencing prospective, as distinguished 
from past, earnings. Earnings as reported 
may be very substantially distorted by non- 
recurring items of revenue, operating ex- 
pense, or taxes. Obviously, the reported 
earnings of a public utility engaged in a 
proceeding as to the reasonableness of its 
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A Rule of Reason for Rate Fixing 


6¢ fees rate structure is not some- 

thing to be delicately balanced, as on 
the edge of a knife. Regulatory determina- 
tions ought to be made within the limits of a 
sensible zone of reasonableness, as an exer- 
cise of business judgment in the light of the 
relevant and guiding standards. And meth- 
ods may readily be developed to reach these 
ends without the use of estimates of cost of 


reproduction less depreciation.” 





























rates cannot be taken as the earnings ex- 
pected by investors for the future. It is 
the latter that are reflected in the market 
appraisals. 


6 he price of a common stock reflects 
all the factors that influence the mar- 
ket appraisals, particularly all the prospec- 
tive net advantages to be derived from 
ownership of the stock. 

What are these net advantages? Pro- 
spective earnings and dividends are not the 
only advantages that may be available 
from ownership of common stocks. The 
market prices frequently reflect investors’ 
expectations of capital gains or losses. Un- 
der some market conditions the dominant 
influences on price reflect speculative as 
distinguished from investment motivation. 

The difficulties of using earnings-price 
ratios as evidence of cost of capital (also 
of other problems of regulation) are com- 
pounded when only a part of the total cor- 
porate business is within the jurisdiction 
of the regulatory authority. 

For example, the jurisdiction of the 
Federal Power Commission over the gas 
pipeline companies extends to interstate 
transportation of gas and sales for resale 


in interstate commerce, but not to “pro- 
duction” and “gathering” or sales of gas 
to ultimate users. Where a pipeline com- 
pany owns production facilities and gas 
reserves, the value of those assets is re- 
flected in the market price of the stock 
regardless of whether or not the assets are 
currently productive of income. 


HE tremendous demand for the rela- 

tively underpriced natural gas provid- 
ed incentives for the pressure, in one form 
or another, by the states that control the 
bulk of the gas reserves, to conserve the 
supply by increasing the prices at which 
gas might be taken relative to the prices 
of competitive fuels. The market prices of 
the stocks of companies owning gas re- 
serves came to reflect the expectations of 
investors that sooner or later ownership 
interests in such reserves would have 
values of ownership interests in other and 
competing natural resources. 





1 Natural Gas Act, § 1(b) ; Re Phillips Petroleum 
Co. (FPC 1951) 90 PUR NS 325. Upon appeal 
in the Phillips Case, the court of appeals for the 
District of Columbia reversed the commission and 
held that the exemption of “production or gathering” 
does not extend to the interstate sales of gas by the 
company that produced or gathered it. (1953) 100 
PUR NS 506. This decision is being appealed to the 
Supreme Court. 
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But the annual returns realizable by the 
pipeline companies on these assets have 
been thus far limited to relatively nominal 
amounts by use of accounting cost for- 
mulae. 

In this situation, the market price does 
not have an exclusive relation to the in- 
come from the operations subject to regu- 
lation. Where the production facilities are 
not currently yielding income to the cor- 
poration, the earnings-price ratios under- 
state the cost of capital to the regulated 
business by the proportion that the market 
price of the stock is accounted for by the 
mere ownership of the production facilities 
or gas reserves. 


M*** other illustrations of the in- 

validity of earnings-price ratios for 
the purpose are readily available. The 
rate-making entity is the public utility or 
regulated business, not the corporation as 
such. Corporations supplying more than 
one kind of utility service having differ- 
ent risk characteristics or serving in more 
than one state comprise more than one 
public utility subject to fair return deter- 
mination. The cost of capital to a com- 
bination company is generally not the same 
as what would be the cost to each of the 
parts, if they were separately capitalized. 
On the other hand, the cost to the cor- 
porate entity is not likely to be the sum of 
the cost to each of its several parts. 

Still another complication arises because 
of the relation between dividend yield and 
earnings-price ratio. This relation cor- 
responds, of course, to the proportion of 
earnings paid out as dividends. Assume 
two electric utilities, each with a 10 per 
cent earnings-price ratio on the basis of 
reported earnings and average market 
prices. Company A paid out 50 per cent 
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and Company B 80 per cent of earnings 
as dividends: 


Company A Company B 
Market price ......... $100 $100 
Earnings-price ratio .. 10% 10% 
Dividend yield ....... 5.0% 8.0% 
Although the earnings-price ratios are 
the same, it is not correct to assume that 
investment risk and cost of capital are the 
same as between the two situations. The 
proportion of earnings paid out and pro- 
spectively to be paid out as dividends has a 
significant effect on the market price of the 
common stock and therefore on the per- 
centage ratio of earnings (and dividends) 
to market price. Under the stock market 
conditions of recent years and for electric 
utilities generally, a dollar of retained in- 
come is valued by investors at a fraction of 
the value of a dollar of dividends. This 
ratio may be taken as one-third for the 
purpose of illustration. In other words, a 
bird in hand is worth three in the bush. 


N this basis, what would be the earn- 

ings-price ratios and dividend yields 

if Company A were paying out 80 per cent 

and Company B 50 per cent of earnings 
as dividends? (See table, page 431.) 

The adjusted earnings-price ratios and 
dividend yields indicate that investors’ re- 
turn requirement is 30 per cent higher in 
the case of Company B than in the case of 
Company A. The cost of capital is not the 
same between the two situations, although 
the unadjusted earnings-price ratios are 
identical. 

This analysis, of course, assumes for the 
common stocks of both Company A and 
Company B that the earnings realized and 
the dividends paid during the given ac- 
counting period are representative for the 
future. Actually, the dividend pay-out 
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ratio as at a given time is a wholly inade- 
quate indication of dividend policy or of 
prospective dividends. In the case of Com- 
pany A, the dividend pay-out ratio might 
have been 50 per cent because of a non- 
recurring bulge of earnings during the 
given accounting period, so that the market 
price actually reflects anticipated lesser 
earnings per share and a higher dividend 
pay-out ratio. In the case of Company B, 
the contrary might be the fact. 


Cost of Capital and Fair Return 


— may say that these refinements of 

concept and definition make the meas- 
urement of cost of capital too complex for 
practical application. 

But the alternatives available in rate 
regulation are determined by commission 
policy and practice. 

Some commissions fix rates calculated 
to provide an allowable revenue measured 
by “cost of service” for a test period. In 
rate increase proceedings, the items of op- 
erating expense, depreciation, and return, 
as components of “cost of service,” are 
generally scrutinized closely and in detail, 
with the burden of proof as to reasonable- 
ness placed on the company. 

In the circumstances of these proceed- 
ings, the facts are inherently complex and 
the procedural difficulties are enormous. 
The required volume of evidence places a 
heavy burden on already overburdened 
staffs of both regulatory commissions and 
companies, but particularly of the com- 
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missions. So much time is consumed in 
hearing the cases that the “regulatory lag” 
becomes itself an investment hazard and 
has its own adverse effect on the cost of 
capital to the regulated companies. 

Regulatory commissions and the man- 
agements of the companies may resort to 
formulae as means for simplifying the 
regulatory process. But the use of for- 
mulae does not actually avoid the under- 
lying facts, in whatever may be their 
complexity. Before the formulae may be 
used with confidence in the circumstances 
of the proceeding, it must be established 
that they are adapted to the purpose and 
will provide fair and reasonable end re- 
sults. Formulae are most unreliable when 
they reflect such false propositions as: A 
percentage ratio of past earnings to mar- 
ket price measures the cost of common 
stock capital; economic cost is to be dis- 
regarded when it varies from accounted- 
for cost; or, the dollar is a constant unit 
of measurement. 


a formulae based on invalid 
definitions of capital cost often pro- 
vide results which do violence to common 
sense. Or the feeling that the results are 
unfair or unreasonable may be intuitive. 
The tendency is then to make adjustments 
or to urge adjustments based on an exer- 
cise of subjective judgment. 
For example, the cost-of-capital formula 
may assume that earnings-price ratios are 
a proper measure of the cost of common 


Company A Company B 
50% 80% 50% 80% 
Pay-out Pay-out Pay-out Pay-out 
Market price ...........000 $100.00 $130.00 $77.00 $100.00 
Earnings-price ratio ........ 10.0% 7.7% 13.0% 10.0% 
Dividend yield ............. 5.0% 6.2% 6.5% 8.0% 
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stock capital, but the fair rate of return 
may be fixed at a level higher or lower than 
the “cost of capital” as a matter of “ex- 
pert judgment.” Thus, a more or less 
arbitrary margin might offset the dilution 
of fair investment values that would be 
experienced if the rate of return were to 
be fixed on the basis of the cost-of-capital 
formula. But how does the commission 
know that the adjustment is not either in- 
adequate or more than required? Why not 
recognize that the definition of cost of 
capital is itself invalid and misleading? 


_ of return corresponding to a 

properly defined current cost of 
capital, applied to a net original cost rate 
base, will tend to maintain the long-term 
market value of a company’s common 
stock at some approximation of its book 
value. A student of rate regulation, vague- 
ly disturbed by the resulting discrimina- 
tion against common stock investments in 
public utilities, may suggest that the rate 
of return be enough higher to establish a 
market value for the stock at, say, 120 per 
cent of book value. But why a 20 per cent 
adjustment in recognition of the fact that 
the dollar has lost some part of its former 
purchasing power? Why not 10 per cent 
or 80 per cent? 

Actually, a fair return is incapable of 
rational determination unless and until it 
is recognized that the dollar is not a con- 
stant unit of measurement and the extent 
of the change in its purchasing power since 
the dates of investment is measured and 
known. Where the rate base is made in- 
flexible, as a matter of administrative 
policy, the relevant changes in economic 
circumstances must be reflected in the al- 
lowable rate of return if the end result is 
to be fair and reasonable. 
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peo another reaction to the use of irra- 

tional cost of capital formulae is the 
conclusion by some that cost of capital has 
little or nothing to do with fair return de- 
termination. This is, of course, true when 
cost of capital is given a meaning not 
logically related to the purposes of rate 
regulation. 

If rate regulation is to proceed on the 
basis of a meticulous determination of 
each component of “cost to serve,” the 
definitions should be refined and made 
consistent with regulatory principles. Cost 
of capital, properly defined, comes much 
closer to being the same thing as fair re- 
turn. Such a cost per dollar of capital has 
a real meaning as evidence of a fair rate 
of return. 

The cost-of-capital standard, however, 
should never become a formula. It should 
be applied with exercise of judgment. 

Cost of capital applied strictly as a 
measure of rate of return provides no 
margin of reward for efficient manage- 
ment, but on the contrary penalizes man- 
agerial efficiency. The better the manage- 
ment the lower the cost per dollar of 
capital, and the smaller would be the 
allowable return. Regulation is an accept- 
able substitute for competition only if it 
provides appropriate financial incentives 
to efficient and economical management; 
otherwise, regulation has the disadvan? | 
tages of any other price fixing by use of | 
a “cost plus” formula. 


nN another illustration, there may be 

situations, particularly among local 
transportation utilities, where the value of 
the service supplied is so low and the de- 
mand so elastic that no possible schedule 
of rates would provide a return corre- 
sponding to capital cost. 
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The rate of return that in fact is fair 
and reasonable is also influenced by the 
character of the policies and practices ap- 
plied in determining operating revenues 
and allowable operating revenue deduc- 
tions. Some commissions have employed 
restrictive practices with regard to in- 
cludibility of items of operating expense, 
and the treatment of nonrecurring items of 
revenue, expense, or taxes. The burden of 
proof placed upon the public utility with 
respect to the probable revenue and ex- 
pense levels of the future period for which 
rates are being fixed may be made un- 
supportable. 

The regulatory policy may base rates on 
the revenues and costs that are known and 
measurable with reasonable accuracy for a 
past test period, with no consideration of 
the probabilities for the future. 

Restrictive practices of these kinds tend 
to have an adverse effect on cost of capital 
unless it is known to investors that the 
deficiencies are compensated by allowance 
of a higher rate of return than would 
otherwise be required. 

The future prospects of the company 
should be considered and the rates for 
service fixed at a level where the intended 
fair return is reasonably achievable over 
a significant future period instead of only 
a few months. 
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S™ PLIFICATION of regulatory policy and 

practice is desirable in the public in- 
terest. But this does not require adoption 
of formulae that are inconsistent with the 
principles of rate regulation. As the gen- 
eral rule, rates are fixed for the future, not 
for past accounting periods. What is 
gained by the costly expenditures of time 
and money to measure the marginal 2 or 3 
per cent of “total cost of service” experi- 
enced during a past “test year’? In a 
dynamic economy, the margins of un- 
certainty as to the return on capital that 
will be produced by given schedules of 
rates over a significant future period are 
much broader. The extensive evidence and 
highly refined measurement of past results 
tend to be wasteful. The emphasis ought 
to be shifted in degree away from “earn- 
ings regulation” and toward the establish- 
ment of reasonable rates in the light of 
their function as prices. 

A reasonable rate structure is not some- 
thing to be delicately balanced, as on the 
edge of a knife. Regulatory determina- 
tions ought to be made within the limits 
of a sensible zone of reasonableness, as an 
exercise of business judgment in the light 
of the relevant and guiding standards. And 
methods may readily be developed to reach 
these ends without the use of estimates of 
cost of reproduction less depreciation. 





‘74 ee investigator, testifying before a House sub- 

committee on how certain government service charges did 
not meet the actual cost, for instance, telephone service furnished 
at military installations, noted: ‘The price charged was $1.75 per 
month; the commercial charge, something over $4 per month; the 
cost for the service varied from $7 to $11 a month.’ He said a then 
proposed $3 monthly raise in the minimum charge (to military and 
civilian personnel) would bring in more than $500,000 to Uncle 


Sam.” 


—EDITORIAL STATEMENT, 
Tax Outlook. 


APRIL 1, 1954 


























The Preference Clause 

HE controversial “preference clause,’ 

under which co-operatives, municipal 
plants, and other public agencies in the 
utility business get a priority on the right 
to buy power from federal dams, has be- 
come a major bone of contention in the 
nation’s capital these days. The imme- 
diate focal point would appear to be the 
proposed contracts for the sale by the In- 
terior Department of power from the 
Clark Hill dam to the Georgia Power 
Company. 

Under the contract tentatively ap- 
proved by the Interior Department, Geor- 
gia Power Company would buy the entire 
output but would sell to co-operatives not 
in a position to buy their own power at 
the dam site under terms (as to both sup- 
ply and rates) reportedly as favorable as 
those under which the co-operatives could 
have purchased power directly from the 
federal government. In fact, if the co- 
operatives had to construct their own lines 
in order to buy directly from the federal 
government at the dam site, the chances 
are that the resulting cost would be much 
higher than what they could obtain un- 
der the proposed contract. 
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But Ellis Arnall, former governor of 
Georgia and counsel for the Georgia Elec- 
tric Membership Corporation — an asso- 
ciation of 37 co-operatives—is not satis- 
fied. In fact he contends that the contract 
would scuttle the statutory preference in 
favor of the co-operatives, and he intends 
to contest in the courts any contract on 
the proposed basis between the Interior 
Department and the Georgia Power Com- 
pany. Interior Assistant Secretary Aan- 
dahl has agreed to allow the co-ops an- 
other thirty days to go over the proposi- 
tion (as of early March). They had asked 
for sixty days. 


‘i? test litigation does actually material- 
ize, it may throw some light on what 
the preference clause really means. Mean- 
while, former Governor Arnall has seem- 
ingly contributed a novel interpretation of 


the provision when he told a meeting of | 


the Georgia co-operatives that such laws 


as the Flood Control Act of 1944 gives jj 


them title to power from government- 
built dams at the “bus bar.” In other 
words, the position taken by Arnall is that 


the statutory “preference” for public | 
bodies is not entirely satisfied by mere j 
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priority to buy at cut rates for transmis- 
sion over their lines, if they have them, 
or after transmission over a utility com- 
pany’s line. 

“The heart of the matter is preference 
to title to the power,” said Arnall. “The 
question of transmission of power and 
rate schedules can only stem from the 
possession of title.” This is a new con- 
cept of the preference provision and legal 
observers doubt that the courts will hand 
down any such sweeping definition that 
Arnall seeks. Because Congress itself has 
never clearly defined what “preference” 
really means, any litigation on this score 
is more likely to leave the matter in the 
hands of those responsible for administer- 
ing the laws—in this case the Interior 
Department. 

Arnall told the delegates that “if we 
can’t settle it any other way, we will take 
it before the Supreme Court.” He went 
on to add that “if the Supreme Court rules 
that the law is not what we think it means, 
then we'll abide by the decision, but we’ll 
also try to change the law... .” 


Interior Shifting Ground? 


roan, there may be a certain 
amount of changing of positions go- 
ing on, with respect to interpreting the 
preference clause, within the Interior De- 
partment itself. Last year Interior As- 
sistant Secretary Aandahl originally an- 
nounced marketing rules for power to be 
produced at federal dams in the Missouri 
basin which would, in effect, simply give 
the co-operatives and other public agen- 
cies a priority to buy as much power as 
they were ready, willing, and able to use 
at the time the power went on sale. There 
was an implication that the remainder 
could be sold to private utility companies 
on long-term contracts. 

Immediately thereafter the cry went 
up that the co-operatives were being robbed 


WASHINGTON AND THE UTILITIES 


435 





of their statutory birthright, inasmuch as 
they could not anticipate future require- 
ments and might eventually have to buy 
additional power from private utilities, 
now in a position to enter into long-term 
commitments. Later on an explanatory 
interpretation was made by Interior, to 
the effect that no co-operative was go- 
ing to be shut off in the Missouri basin, 
as far as reasonably foreseeable require- 
ments were concerned, and that power 
was being reserved for that purpose. 

But even this did not satisfy the public 
power group. They insist that the “pref- 
erence clause” represents an absolute 
priority for co-ops over private com- 
panies, regardless of time limit. There- 
fore, they demanded what amounts to a 
“recapture clause” in any long-term con- 
tract between the Interior Department 
and a private electric utility. Under this 
clause, such power supply or part of it 
could be taken away from a utility at a 
future time and switched over to a pref- 
erence customer then ready, willing, and 
able to buy it. 


kK in March, Representative Miller 
(Republican, Nebraska) indicated 
that a second and more far-reaching con- 
cession may be in the making at the In- 
terior Department. Miller, who is chair- 
man of the House Interior Committee, 
said he was told that all long-range con- 
tracts with private utilities will contain 
clauses for the “recapture” of power if it 
is needed by co-ops and other “prefer- 
ence” groups. It was the absence of any 
such recapture provisions (in the original 
Interior contracts) which aroused the 
vigorous opposition among co-ops. Miller 
also quoted Assistant Secretary of In- 
terior Aandahl as saying that no contracts 
will be signed with anyone except “pref- 
erence customers” in the eastern half of 
the Missouri basin. In the western half, 
preference customers would get first call 
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on available power; some of the balance 
will be reserved for their use under short- 
term contracts. The remainder will go 
under long-term contracts with a “recap- 
ture” clause. 

There was no immediate confirmation 
nor any denial of Miller’s remarks from 
the Interior Department. But, obviously, 
the inclusion of a “recapture clause” in 
all long-term contracts would be quite a 
step in the direction of appeasing the de- 
mands of the public power pressure group. 
All along, Assistant Secretary Aandahl 
has been insisting that the preference cus- 
tomers “have no exclusive right in per- 
petuity” to all the power the government 
generates. An automatic recapture clause 
in long-term contracts would almost im- 
ply such a right, however. 


_ some electric utility companies 

fear, possibly to the point of being un- 
willing to enter into long-term contracts, 
subject to a “recapture clause,” not the 
present but the future administration of 
such contracts. Under previous adminis- 
trations, the power policy of the Interior 
Department has lent itself to interpreta- 
tions of such clauses so as to make them 
an instrument for downright promotion 
of public ownership. If there were no 
preference customers in existence, they 
could be invented and encouraged to make 
their demands. Thus, the privately owned 
electric utility companies could never be 
sure whether they had a power supply or 
not, under a contract with a recapture 
clause—if such an atmosphere were to 
prevail once more in the Interior Depart- 
ment in the years to come. 

A court test as to just what the “pref- 
erence clause” means or what Congress 
intended it to mean may be the only way 
of clearing up the uncertainty. And it 
may be that former Governor Arnall of 
Georgia will bring about such a test. 
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The Hinshaw Bill 


HE Senate on March 16th completed 

action on the so-called Hinshaw Bill 
(HR 5976) and President Eisenhower 
was generally expected to sign it into law. 
The test of sentiment to this first act of 
Congress restricting the jurisdiction of the 
FPC came on a vote to recommit, which 
was defeated 25 to 52. Six Republicans 
and the Independent Senator Morse (Ore- 
gon) voted with the minority and seven- 
teen Democrats joined the majority. The 
bill, which has the effect of getting around 
difficulties growing out of the U. S. Su- 
preme Court decision in the East Ohio 
Gas Case (1950) 82 PUR NS 1, is essen- 
tially contained in the following single 
paragraph from the text: 


The provisions of this act (Natural 
Gas Act) shall not apply to any person 
engaged in or legally authorized to en- 
gage in the transportation in interstate 
commerce or the sale in interstate com- 
merce for resale, of natural gas received 
by such person from another person 
within or at the boundary of a state if 
all the natural gas so received is ulti- 
mately consumed within such state, or 
to any facilities used by such person for 
such transportation or sale, provided 
that the rates and service of such per- 
son and facilities be subject to regula- 
tion by a state commission. The matters 
exempted from the provisions of this 
act by this subsection are hereby de- 
clared to be matters primarily of local 
concern and subject to regulation by 
the several states. A certification from 
such state commission to the FPC that 
such state commission has regulatory 
jurisdiction over rates and services 
of such person and facilities and is ex- 
ercising such jurisdiction shall consti- 
tute conclusive evidence of such regula- 
tory power or jurisdiction. 


Titec ltte Cis Wiis Eieedee ee ole hed 


Bion i34 








Eels pORTe SD rena orm 


i 
2 
is 
yr 
7 
4 
ty 
a 





















Communication 


Tax Reforms Welcomed by 
Industry 


_~ approval by Congress of an over- 
all ceiling of 10 per cent on certain 
excise taxes brought welcome relief to the 
communications industries. The ceiling 
applies to telephone messages, telegraph, 
as well as plane, train, and bus passenger 
fares. For the telephone industry, this 
means a cut to 10 per cent in taxes on 
local telephone bills, now 15 per cent, and 
long-distance calls, now taxed 25 per cent. 
Last-minute attempts on the part of the 
administration to compromise on a ceil- 
ing of 15 per cent failed in the Senate. 
Following passage of the bill in the 
House, Majority Leader Halleck (Indi- 
ana) said the cut in excises and the bill 
to revise the Internal Revenue Code “‘con- 
tain some of the most sensible provisions 
ever presented in legislation of this type,” 
and demonstrate “that the Eisenhower 
administration and the Republican Con- 
gress are now moving into high gear to 
fulfill the promises that have been made.” 
Noting that the bill dealing with excises 
will slash taxes now ranging from 15 per 
cent to 25 per cent on sixteen items from 
electric light bulbs and leather goods to 
theater tickets and telephone calls, Hal- 
leck said : “This will mean additional cash 
in the pockets of every American family 
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man and woman. This one is across the 
board for everyone.” 

The bill to revise the Internal Revenue 
Code faces tougher sledding in Congress 
than the cut in excise taxes. Democrats 
already have served notice that they will 
fight to get more benefits for lower in- 
come groups. They have been attacking 
tax relief for dividend income, the liberal- 
ization of depreciation provisions, ac- 
cumulated corporate surplus, etc. The 
present law allows investment in dwell- 
ings, machines, and equipment used in a 
trade or business to be recovered by de- 
duction of an equal portion of the cost 
each year over the useful life of the item 
involved. The new bill would authorize 
the depreciation of new facilities at twice 
the ordinary rate, applied to the unrecov- 
ered cost of the asset. As compared with 
present methods, the effect of this method 
would be to increase the annual allow- 
ances for depreciation of an asset in the 
early years of its useful life and decrease 
those in later years. The arguments for 
this provision are twofold. The first is 
that present Treasury depreciation poli- 
cies are too strict and should be liberal- 
ized. The second is that more favorable 
depreciation will encourage capital invest- 
ment, thereby increasing the productive 
capacity of the nation and increasing 
prosperity. 
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Delaware Utility Statute 
Declared “Fair Value’ Law 


= one of the strongest court opinions 
in recent years, the Delaware public 
utility statute was declared a “fair value” 
law and the state public utilities commis- 
sion ordered to give “dominant weight” 
to reproduction cost in determining “fair 
value.” 

The ruling, involving the Diamond 
State Telephone Company’s applica- 
tion for higher rates, came from Judge 
C. R. Layton of the superior court in 
Wilmington and may be appealed to the 
Delaware Supreme Court. The company 
had fixed a fair value of more than $28,- 
000,000. An expert retained by the state 
commission to compute this figure had set 
it at $18,637,948, and the commission 
based its order on a fair value of $22,- 
000,000. 

“Contrary to the commission’s method 
of approach,” Judge Layton said, “I pre- 
fer basing rate base calculations, not upon 
original cost increased by some nominal, 
arbitrary percentage designed to replace 
reproduction cost but, rather, substantially 
upon reproduction cost decreased by a per- 
centage which ought fairly to compensate 
for errors inherent in any such study.” 
After weighing several factors, the judge 
said, he found that the “adoption of a rate 
base of 90 per cent of the company’s re- 
construction cost study (April 30, 1953) 
or, in round figures, $25,500,000, should 
reasonably approximate the fair, present 
value of the company’s intrastate prop- 
erty. 

“Certainly, the difference between this 
figure and the rate base reflected by the 
company’s study, approximately $29,000,- 
000, should amply compensate for any er- 
rors in the company’s reconstruction cost 
study. And this is particularly true be- 
cause there was probably a sufficient cush- 
ion within this reproduction cost study it- 
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self to compensate for errors in judgment 
and the other factors considered. 

“In accordance with the commission’s 
method of computation (using an arbi- 
trary figure of $100,000 for cash working 
capital), and based upon the 6.25 rate of 
return, an increased net income after taxes 
in excess of $590,000 annually is indicat- 
ed. And, if hereafter,” the judge con- 
tinued, “experience should demonstrate 
that the income based upon such a rate is 
excessive, which I doubt, then it is always 
within the province of the commission 
upon its own motion and upon hearing, to 
reduce the rates.” 


.’ was indicated at the time that the com- 
mission’s decision would permit the 
company about $439,000 additional gross 
income annually. The company had 
sought an estimated $1,514,000 additional 
gross income. Judge Layton said the “de- 
cision of the commission is very brief. It 
contains few findings of fact and is de- 
void of reasons in support of the conclu- 
sions arrived at.” Noting the effects of 
inflation on all phases of the national 
economy and the increase in the cost of 
living, the judge said that intrastate tele- 
phone rates in Delaware have increased 
“but 18 per cent and if the full increase 
requested in this proceeding had been 
granted, the total increase in such tele- 
phone rates would have amounted to 38 
per cent. The increase in rates actually 
granted by this commission together with 
that allowed in May, 1949, amount to a 
total rate increase since 1940 of about 
24.5 per cent.” 

The judge noted that “because of sus- 
tained demands for service, the company 
plans to make net additions to its plant 
of $10,800,000 (1953 through 1955) in 
order to take care of unfilled orders. Busi- 
nesses other than utilities may choose the 
time for expansion but a telephone com- 
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pany must provide facilities where and 
when the demands for service arise.” 

Regarding the basic contentions of the 
company and the commission, Judge Lay- 
ton said the disputed rates “were designed 
to produce for the company annual gross 
revenues of about $1,514,000, which, after 
taxes, would amount to $717,600 of addi- 
tional net income. The commission di- 
rected reduction in the proposed rates so 
that the company would receive an in- 
crease in gross income of only $517,000 
before taxes. The company based its case 
for a rate base primarily on reproduction 
cost less depreciation. The commission in 
its determination of the company’s rate 
base apparently added 12 per cent weight 
to original book cost depreciated to allow 
for reproduction cost of plant.” 


¥ 


Transistor Promises Better 
Phone Service 


ftom first all-transistor telephone sys- 
tem is being operated experimentally 
by the Bell Laboratories at Americus, 
Georgia, with the hope of eventually 
bringing more and better telephone serv- 
ice to the country’s rural areas. The new 
system lets a number of conversations 
share a pair of telephone wires without 
interfering with each other and can op- 
erate economically over distances as short 
as five miles. Other systems not using the 
transistor, Bell reports, have been able to 
do this economically only over much 
longer distances. Transistors, which can 
do most of the things vacuum tubes can 
do but require only minute amounts of 
power, have been used in telephone ap- 
paratus before, but this is the first com- 
plete system of telephone equipment to 
use the new devices. 

More than 300 of the electronic gadg- 
ets will be used in the apparatus at 
Americus. The result, the telephone com- 
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pany hopes, will be a cut in the over-all 
size of the equipment to about one-tenth 
of what it would be if vacuum tubes and 
their related paraphernalia were used. It 
is this reduction in size and power require- 
ments that makes the new system eco- 
nomical for such short distances, accord- 
ing to Bell. In fact, the transistors will 
need so little power that the batteries 
needed to supply it will be hung right on 
the telephone poles. 

Equipment on each of the lines will con- 
sist of a terminal in the central telephone 
exchange at Americus and another mount- 
ed on a pole further out along the line. 


2 
O’Hara Bill Nears Passage 


HE House-approved O’Hara Bill to 
exempt small independent telephone 
companies using radio facilities from the 
general jurisdiction of the Federal Com- 
munications Commission, may be enact- 
ed into law before the end of the present 
session of Congress. The bill has been re- 
ported favorably with minor amend- 
ments to the Senate Interstate Commerce 
Committee by its subcommittee on com- 
munications. A favorable report by the 
full committee seems assured and no op- 
position is expected from the Senate. 
Telephone companies using radio fre- 
quencies will still have to apply for and 
receive authority from the FCC as others 
using radio facilities. But the O’Hara Bill 
assures intrastate independent telephone 
companies that they will not lose their 
present exemption from the general juris- 
diction of the FCC through the coinci- 
dental use of radio circuits or other radio 
facilities. Passage of the bill will remove 
the danger that some small telephone com- 
panies might fall under both state and fed- 
eral control by installing or operating 
radio equipment as part of their systems’ 
services. 
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A Favorable Regulatory 
Climate in Florida 
eiaieg W. PETTEWAY, general counsel 

of the Florida Railroad and Public 
Utilities Commission, recently gave a 
very interesting talk before the New York 
Society of Security Analysts, explaining 
regulatory policies in that state. In our 
opinion these policies in general typify 
practical and progressive regulatory 
methods, and commissions in other states 
might well make a careful study of them. 
Mr. Petteway’s talk is summarized as 
follows: 

The Florida commission, although one 
of the oldest in the country (originally 
created in 1887), until 1951 regulated 
only communications and transportation 
services. Then, by special act of the legis- 
lature, it took over the statewide regula- 
tion of electric and gas utilities, which 
had formerly been in the hands of mu- 
nicipalities and local boards including the 
nation’s only county regulatory agency, 
the erstwhile Pinellas County Utility 
Board. In addition to rates and services, 
the commission also regulates the sale of 
securities, but it leaves the question of 
competitive bidding, negotiated sale, or 
private placement, to the judgment of the 
utility management. 

Public utilities in Florida must spend 
nearly $500,000,000 in the next five years 
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Financial News 
and Comment 


By OWEN ELY 


to keep pace with the growth of the state, 
Mr. Petteway estimated. Hence the ques- 
tion may have arisen in Wall Street as to 
whether the regulatory climate in the 
state is conducive to the successful fi- 
nancing of such a huge expansion pro- 
gram. In other words “Is Florida’s regu- 
latory atmosphere sufficiently good and 
fair to assure the investor not only se- 
curity, but also an opportunity for his 
dollars to earn a reasonable and realistic 
wage?” His talk was evidently designed 
to show that regulation in Florida is fair 
to the utilities and favorable for the in- 
vestors in their securities, while also pro- 
tecting the interest of consumers, and 
providing needed capacity. 


ggeeemmagir the rate base, the supreme 
court of Florida in the Jacksonville 
Gas Case [(1951) 88 PUR NS 420] 
made a rather exhaustive study of the 
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various schools of thought and concluded 
that the commission should be free to fol- 
low whatever philosophy it might choose, 
since value is affected by changing con- 
ditions and these changes may be com- 
pensated from time to time by varying 
the rate of return. The 1951 law directs 
that “actual legitimate costs of property” 
should determine the rate base, but this 
language has not yet been judicially con- 
strued. 

Questioned about “fair value,” Mr. 
Petteway indicated that in his opinion it 
is unnecessary to consider cost of repro- 
duction in the rate base (even if the 
statute should be construed to permit it) 
because a large proportion of the invest- 
ment in Florida utilities has been made 
at high prices in recent years. However, 
his talk indicated that the commission is 
liberal in its interpretation of “legitimate 
costs.” 


| oes the method of setting up the 
rate base, the usual practice is to 
average the net investment at the begin- 
ning and the end of the year. In normal 
times Florida has followed this method, 
but now that the utilities are in the 
“throes” of unusual growth, with net 
earnings frequently lagging behind in- 
vestment in new plant, the commission 
feels that conventional ideas of rate mak- 
ing must be adjusted. In most rate cases, 
if the average investment for the test year 
is used, an investment level is assumed 
which is over a year old by the time the 
case is decided. The commission feels that 
such a rate base is unrealistic and bears 
no relationship to actual conditions. 
Hence, in the important Florida Power 
Corporation Case last summer [ (1953) 
99 PUR NS 129] it used a year-end rate 
base as a partial offset to the effects of 
regulatory lag. Mr. Petteway said: 


The Florida commission recognized 
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that there is always a delay or regula- 
tory lag of several months between the 
time a utility applies for a rate increase 
and the time a regulatory agency is 
able to make its final decision on the 
application, during which period of 
time the utility suffers what has been 
called a “transitional loss” which can- 
not be compensated for by retroactive 
rates. If such losses incurred through 
the regulatory lag are further aug- 
mented by the adoption of an average 
investment rate base which coincides 
with an investment level more than a 
year old, the utility becomes the victim 
of confiscation, cannot successfully sell 
its securities to raise the capital re- 
quired to finance its expansion pro- 
gram, and the public suffers because it 
cannot secure essential services. 


Petteway’s reference to “transitional 
loss” was probably a reflection of the 
much discussed “Alberta Plan” (PusBiic 
UTILITIES FORTNIGHTLY, issue of Feb- 
ruary 18, 1954, page 201), under which 
a credit for such loss is made during the 
rate-fixing period. 


a the allowance made for 
working capital, the commission in 
the Florida Power Corporation Case al- 
lowed one-eighth of the annual operating 
and maintenance expenses and fuel costs 
plus prepayments at the end of the year 
properly chargeable to operating expenses. 
However, advances from customers for 
construction, contributions in aid of con- 
struction, customer deposits, and federal 
income tax accruals for one-eighth of the 
year, were deducted from the working 
capital allowance. With regard to cus- 
tomer deposits, utilities are now adopting 
a policy of returning these to the cus- 
tomers; also, recent changes in the meth- 
od of paying corporate income taxes may 
eliminate these accruals from use as work- 
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gas industry has more than doubled its total assets in a decade. It 
has gained an average of one million customers per year and expanded 
its plant by more than one billion dollars every 12 months. The nation’s 


sixth largest industry, it serves more than 27 million customers. 


NE of the fastest growing industries in the United States, the utility 
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ing capital. Hence, the formula would be 
subject to change as these credits dis- 
appear. In the Florida Power Case, no 
allowance was made for materials and 
supplies but the commission’s policy is 
usually to allow this item as an addition 
to working capital. 

It is the commission’s policy to allow 
construction work in progress as part of 
the rate base. Regarding the more con- 
troversial item, Plant Acquisition Ad- 
justments (100.5), the commission elimi- 
nated this account in the Florida Power 
Case since it was considered not particu- 
larly important, and the utility had 
“failed to justify” its inclusion. However, 
this question is still open and Mr. Pette- 
way’s personal view was that, on a proper 
showing, the item might be included un- 
der the 1951 law. 


ee rate of return, the supreme 


court of Florida has held that the 
rate may be varied from time to time to 
compensate for changes in value due to 
changing economic conditions. Thus the 
commission has allowed small local tele- 
phone companies a higher return than the 
big companies; and telephone companies 
generally have been allowed a higher re- 
turn than electric utilities. In 1951-52 re- 
turns for telephone companies varied be- 
tween 6.12 per cent and 8 per cent, 
depending largely on size; and in 1953 a 
small telephone company was allowed 
7.13 per cent compared with 6.45 per cent 
for Florida Power Corporation. 

In the Florida Power Case, the com- 
mission held that a return of 6 per cent 
would be inadequate for a utility “en- 
gaged in a tremendous expansion pro- 
gram which must be financed by the 
issuance and sale of large amounts of 
bonds and stocks of the utility.” The de- 
cision also mentioned the “current cost of 
capital and the condition of the money 


market today” (which may have had 
reference to the rapid rise in interest rates 
in the first half of 1953, together with the 
sharp decline in the prices of utility stocks 
at that time and the resulting higher cost 
of equity financing). 

Regarding readjustment of rates from 
time to time, Mr. Petteway indicated that 
the commission allowed some flexibility, 
but would institute investigations where 
earnings were obviously too far out of 
line either way. He pointed out that it 
had recently reopened a Bell Case where 
the company had experienced a series of 
wage increases not taken into considera- 
tion in fixing rates six months earlier, 
and had allowed an additional rate in- 
crease. In addition to the usual rate of 
return, it is now customary in Florida in 
telephone cases to allow an additional re- 
turn to offset the depressing effect of cur- 
rent high-cost construction on the earn- 
ings rate whenever appropriate showing 
is made to justify this additional return. 


—— further to regulatory lag, 
Mr. Petteway stated that the commis- 
sion has adopted every reasonable avail- 
able device for reducing and minimizing 
this lag. It compiles statistical data from 
its records each year and compares the 
results with those of the previous year to 
see if any progress has been made. When 
a rate application is filed, the commission 
appoints its general counsel to serve as an 
examiner, to simplify the issues, and to 
agree on noncontroversial facts and sta- 
tistics. The utility is also requested to 
prepare its testimony and exhibits well in 
advance of the hearing date, to save time. 
In some cases rates have been permitted 
to go into effect under bond. Under a 
recent supreme court decision the com- 
mission in the future will separate ques- 
tions of service deficiencies from the 
question of revenue requirements, con- 
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sidering them in separate proceedings, 
which will save valuable time in rate 
proceedings. 

As another means of regulating rates 
automatically and reducing the number of 
rate cases, the commission in the Florida 
Power Case authorized the use of auto- 
matic fuel and commodity adjustment 
clauses. It was felt that this would tend 
to adjust rates for inflationary or de- 
flationary price changes and would re- 
duce the number of costly investigations. 
Thus far thése automatic adjustment 
clauses have been applied only to electric 
and gas rates but extension to telephone 
rates would appear logical, it was indi- 
cated. 


e 


Duquesne Light to Operate 
60,000-kilowatt Atomic 
Power Plant 


| garage of private utility partici- 
pation in the atomic power develop- 
ment program may be reassured by the 
recent announcement that the nation’s 
first full-scale atomic power plant will be 
built at Pittsburgh and operated by the 
Duquesne Light Company, with the pow- 
er going over the company’s distribution 
network as part of its over-all generation. 


PUBLIC UTILITIES FORTNIGHTLY 


When the Atomic Energy Commission 
announced several months ago that it 
would proceed with the construction of a 
60,000-kilowatt reactor plant (actual 
capability may be greater), there was 
some disappointment that the project had 
not been farmed out to one or more of 
the utility companies which has been en- 


gaged in research on the subject (as a 4 


member of several teams). However, 
confusion over this program has now 
been cleared up by the announcement that 
Duquesne’s proposal was the most favor- 
able to the government of nine bids sub- 
mitted by communities and/or utility 
companies. 

It is not clear, however, to what extent 
plant and operating costs will be revealed 
or whether these will remain, for the 
present at least, as “classified informa- 
tion.” It is hoped that the plant can be 
completed about two years after the 
formal agreement has been negotiated. 
Duquesne will contribute the land for the 
plant and will pay $5,000,000 of the cost 
of the reactor, or at the rate of about $83 
per kilowatt. This cost does not include 
the cost of the generator, etc. The com- 
mission will pay the remaining cost of the 
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reactor, probably about $25,000,000 or 


more, according to the United Press 


story. Westinghouse Electric Corpora- 3 
tion, which has already built several re- 7 








government bonds. 





CURRENT YIELD YARDSTICKS 


U. S. Long-term Bonds—Taxable .............. 
Utility wait ~~ er eee ee 
a 


Rr ey err errr 

REA cick Seka genesiacasea 

Utility Preferred Stocks—High-grade .......... 
Medium-grade ....... 

Electric Utility Common Stocks ............200+ 


Latest available Moody indices are used for utility bonds and stocks; Standard & Poor’s indices for 


1953-54 Range 1952 Range 
Recent High Low High Low 
2.50% 3.15% 2.50% 2.78% 2.56% 
2.86 3.43 E 
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actors for the AEC, including the engine 
for the submarine Nautilus, will design 
and build the reactor. 


O* the operating side, the commission 
will provide the fuel (enriched ura- 
nium) and the company will pay the gov- 
ernment for the steam used in the tur- 
bines at the rate of 48.3 cents per million 
BTU’s for the first year, with the cost in- 
creasing annually up to 60.3 cents in the 
fifth year. The reactor will be of the 
pressurized-water type, cooled and mod- 
erated by ordinary water under pressure 
—the kind used in the Nautilus. 

According to Business Week (March 
13th), the AEC under the prodding of 
Congress has now decided to devote more 
of its activities to power development, 
with the hopes of achieving the goal of 
cheap power within five years. It is also 
said that Belgium, which supplies much 
of our uranium from its Congo territory, 
is anxious to obtain nuclear power know- 
how. 

Hence, the AEC is planning to ex- 
periment with five different kinds of re- 
actors to discover which provides the 
cheapest and most practicable source of 
power: (1) The 60,000-kilowatt pressur- 
ized-water reactor referred to above. (2) 
A 15,000-kilowatt “breeder” reactor. (3) 
A 5,000-kilowatt boiling-water reactor. 
(4) A homogeneous reactor where “the 
fuel, the coolant, and the moderator are 
all mixed together into a radioactive 
soup.” (5) A high-temperature reactor. 

Congress has appropriated funds for 
only the first of these (the Westinghouse- 
Duquesne reactor), but the AEC may 
soon try to obtain funds for the other 
four also. 


HE figures mentioned above throw lit- 
tle light on the question of ultimate 
costs. Business Week mentioned a plant 
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cost of $45,000,000 as compared with the 
United Press estimate of $30,000,000. 
The contribution made by Duquesne of 
$83 per kilowatt (plus land cost) would 
seem to approximate one-half of the esti- 
mated cost around $200 per kilowatt for 
construction of a complete fuel-burning 
generating plant. As regards operating 
cost, Duquesne is to pay initially 48.3 
cents per million sBru’s. A reasonably 
efficient coal-burning plant would pro- 
duce one kilowatt for about 10,000 sru’s, 
so that 1,000,000 srvu’s should normally 
produce about 100 sTrvu’s. Thus, the 
amount to be paid to the AEC for steam 
would seem equivalent to about 4.8 mills 
per kilowatt-hour. 


— Duquesne’s production cost per 
net kilowatt-hour at the new Elrama 
plant in 1952 was only about 2.4 mills per 
kilowatt-hour (although its average cost 
at all plants was 4.2 mills and purchased 
power cost 14.5 mills) this figure would 
seem a little on the high side, even if 
Duquesne does not have to maintain the 
reactor, remove radioactive sludge, and 
deal with numerous safety precautions 
and special problems which add heavily to 
the cost of operating the reactor. Pre- 
sumably all these extra costs will be ab- 
sorbed by the AEC as part of the cost of 
supplying the steam. However, Duquesne 
is still using, to some extent, the very ob- 
solete Brunot Island plant, where produc- 
tion cost runs as high as 20 mills per 
kilowatt; to the extent that reactor power 
supplants this output, there would of 
course be a saving. 

Chairman Strauss of the AEC has esti- 
mated that the commission can save $30,- 
000,000 by having the company as a part- 
ner in the project, but the basis for the 
estimate is not given. Presumably it 
refers to the cost of the land, the genera- 
tor, and related equipment. 
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Puget Sound Power & Light 
Company 


Fe many years the future of this com- 
pany has been clouded by uncertainties 
—first by recapitalization problems, next 
by a long-running fight with the public 
utility districts and the city of Seattle, 
then by difficulties over sale of remaining 
properties to PUD’s, and finally by the 
present contest over a merger with Wash- 
ington Water Power. In past years out- 
lying parts of the property have been sold, 
and the proceeds were used mainly for 
retiring senior securities and providing 
for necessary construction. Any major 
expansion program was deferred, how- 
ever, pending final settlement of the com- 
pany’s problems. 

Last November the company’s agree- 
ments for (1) the conditional sale of 
major remaining properties to a group of 
PUD’s, and (2) a merger with Wash- 
ington Water Power, both expired and 
President McLaughlin announced that 
the company would now make a fresh 
start “‘on its own.” To keep stockholders 
informed, and possibly to counter the 
arguments advanced by the Stockholders’ 
Committee which is still working for a 
merger with Washington Water Power, 
he engaged certain experts to appraise the 
company’s future. One of these reports 
was prepared by Charles Tatham, Jr., 
vice president of Institutional Utility 
Service, Inc., and was published as a 26- 
page document. The company itself pub- 
lished a 6-page folder summarizing the 
conclusions of Mr. Tatham and of Pro- 
fessor Cannon of the University of 
Washington. 


N the time of Mr. Tatham’s report 
(January 19th) the company’s stock 
was selling around $24 and he evaluated 
it at about $33 currently, with a potential 
of $40-$46 within ten years. (The stock 
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has now advanced to around $28.) In 
1953 the company earned $1.85 per share 
on the common stock and Mr. Tatham 
projected earnings of $2.35 within three 
years and close to $2.80 within five years. 
With earnings around these levels a pay- 
out ratio of 75 to 80 per cent would mean 
annual dividend distributions of $1.90 to 
$2.10 per share as compared with the 
present $1.50 rate. 

An important factor in the earnings of 
recent years was the sale of a substantial 
amount of power (over one-fifth of total 
kilowatt-hour sales in 1952) to the city 
of Seattle at an average price of less than 
4 mills per kilowatt-hour, this contract 
terminating on February 28, 1953. The 
company estimated that normal load 
growth should absorb the equivalent of 
these sales within two years. Assuming 
that the power could be sold at an average 
rate of 1.3 cents per kilowatt-hour, this 
would mean an estimated increase in 
earnings of about 80 cents per share. Mr. 
Tatham felt that other factors would also 
have a bearing on earnings, and did not 
make use of this entire potential gain in 
forecasting a two-year increase of 50 
cents in earnings. (It may be mentioned 
that 1953 earnings benefited somewhat by 


the rate surcharges permitted by the state | 
commission during the first half of 1953, | 
to compensate the company for the neces- 7 
sity of generating expensive steam power | 


during the earlier drought period.) 
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Mr. Tatham pointed out that utilities 4 
with typical capital structures usually | 


have sold at a price about 40 per cent | 
above book value. On such a basis, Puget | 


would have a potential price in the neigh- | 
borhood of $35 per share. He also pointed | 
out that the high equity ratio of nearly | 
61 per cent should enable the company to / 
finance very substantial property growth | 


through issuance of bonds and other 4 


senior securities. 
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RECENT FINANCIAL DATA ON GAS UTILITY STOCKS 


Pipelines 


East Tenn. Nat. Gas .. 
Mississippi Riv. Fuel ... 
Southern Nat. Gas ..... 
Tenn. Gas Trans. ..... 
Texas East. Trans. .... 
texas Gas: Frans,.....2:.. 
Transcontinental Gas ... 


FVOTARES 6555005 


Integrated Companies 


American Natural Gas . 
Colorado Interstate Gas . 
Columbia Gas System .. 
Commonwealth Gas ..... 
Consol. Gas Util. ....... 
Consol, Nat; Gas ....... 
EI Paso Nat: Gas ...... 
Equitable Gas .......... 
Kansas-Neb. Nat. Gas .. 
one Star Gas ...5..... 
Montana-Dakota Utils. .. 
Mountain Fuel Supply .. 
National Fuel Gas ..... 
National Gas & Oil ..... 
Northern Nat. Gas ..... 
Oklahoma Nat. Gas .... 
Panhandle East. P. L. .. 
Pennsylvania Gas ...... 
Peoples Gas Lt. & Coke . 
Southern Union Gas .... 
United Gas Corp. ...... 


Averages: i055 


Retail Distributors 


Pau hye Cc. 
Atlanta Gas Light ...... 
Brooklyn Union Gas .... 
Central Elec. & Gas .... 
Central Indiana Gas .... 
PIATCIOLO GAS. s...6:00)06 «:s-- 
Houston Nat. Gas ...... 
Indiana Gas & Water ... 
Kings Co. Lighting ..... 
Peacleae (Gas) cc. ceses ss 
Minneapolis Gas ....... 
Mississippi Valley Gas . 

Mobile Gas Service .... 
New Haven Gas Light .. 
New Jersey Nat. Gas .. 
Pacific Lighting ........ 
Portland Gas & Coke ... 
Providence Gas ........ 
SEATEET GAS) ocicd oie es oot 
South Jersey Gas ...... 
Springfield Gas Light ... 
United Gas Improvement 
Washington Gas Light .. 


Averages ........ 
Canadian 
International Utilities ... 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, AND 


WATER COMPANIES 


1953 3/10/54 Divi- 
Rev. Price dend 
(Mill.) About Rate 


Communications Companies 
Bell System 


$4,417 S Amer. Tel. & Tel. (Cons.) 163 $9.00 
202 A Bell Tel. of Canada .... 43 2.00 
34 O Cin. & Sub. Bell Tel... 77 4.50 
144 A Mountain States T. & T. 112 6.60 
237 A New England T.& T.... 120 8.00 
79 S Pacific Tel. & Tel. ...... 121 7.00 
74 O So. New England Tel... 36 1.80 
PAVETARES 6055.5. 
Independents 
9 O Calif. Water & Tel. .... 17 $1.00 
11 O Central Telephone ...... 17 .90 
128 S General Telephone ...... 49 2.60 
5 O Inter-Mountain Tel. .... 13 80 
if S Penmsilart (el. ics. sas. 34 1.60 
16 © Rochester Tel. ......... 16 80 
6 O Southwestern Sts. Tel... 19 1.00 
28 O Telephone Bond & Share 18 — 
15 O United Utilities ........ 18 112 
195 S Western Union Tel. .... 41 3.00 
Averages ........ 
Transit Companies 
29 A. Capital Transit ......<.. 13 $1.60 
14 O Cincinnati Transit ...... a 45 
9 O Dallas Ry. & Terminal .. 12 1.40 
229 S Greyhound Corp. ....... 14 1.00 
25 O Los Angeles Transit .... 10 1.00 
31 S National City Lines ..... 17 1.40 
71 O Philadelphia Transit .... 5 _ 
7 O Rochester Transit ...... 34 10 
of 49 St aoms B25:A, 243.5... 24 1.40 
ee Sie © ge | Oat ba 16 1.60 
2A 0D United Transit 0.45.06 34 = 
PCTARES ons ccs 
Water Companies 
Holding Companies 
32 S American Water Works. 11 $ .50 
6 O New York Water Service 64 80 
Operating Companies 
3 O Bridgeport Hydraulic... 30 1.60 
11 O Calif. Water Service ... 36 2.20 
7 S Hackensack Water ..... 37 1.70 
4 O Jamaica Water Supply .. 32 1.80 
3 O New Haven Water ..... 57 3.00 
6 O Phila. & Sub. Water .... 44 1.00 
2 © San Jose Water ....... 36 2.00 
9 O Scranton-Springbrook .. 15 .90 
3 O Southern Calif. Water .. 11 65 
3 O West Va. Water Service 40 1.40 


Averages ........ 


A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
resent number of shares outstanding, except as other- 


change. D—Decrease. *Earnings are calculated on : 
—Includes stock dividend. (a)—Paid 4 per cent stock 4 


wise indicated. **On average shares outstanding. 
dividend. (c)—Year 1952. NC—Not comparable. 
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—Share Earnings* 


% Im 12 Mos. 
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$11.71** 


2.31 
5.45 
7.08** 
be iis 
7.23 
1.87 


$1.56 


1.88** 
4.05 
93 
2.32 
Ly 
1.72 
1.52 
1.64 
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| amemem_aries Power & Licut Com- 
PANY’S scholarship plan, designed to 
provide educational opportunity for local 
young men and women and to offer fi- 
nancial assistance to central eastern Penn- 
sylvania’s independent institutions of 
higher learning, was recently unfolded 

by the company’s president, Charles E. 
Oakes. Because all free enterprise indus- 
tries, utility companies included, are af- 
fected by the financial problems confront- 
ing the independent colleges of the nation 
today, the program recently authorized 
by Pennsylvania Power & Light’s board 

of directors should be of interest. 

Under the plan, six scholarships will 
be available to youths whose parents are 
residents of the company’s service area 
and customers of the company or its sub- 
sidiaries. At least one of the scholarships 
will be available to a son or daughter of 
; an employee. Each scholarship recipient 
i will be entitled to $500 to be paid toward 
j his or her tuition during the scholarship 
year. In addition, a like sum will be paid 
in the scholarship year to the college or 
university which the recipient or grantee 
attends, the latter sum to be used “in 
whatever manner the college or university 
finds will contribute most constructively 

toward worthy educational objectives.” 
In announcing the PP&L plan, Oakes 
stressed its twofold nature. “More than 














What Others Think 


Utility Unfolds Scholarship Plan 


ever,” he said, “America needs college 
men and women with the ability to think, 
evaluate, and build—the type of people 
who have contributed so much to Ameri- 
can progress. Here in our service area 
are highly capable young people whose 
only barrier to higher education is inade- 
quate funds. Our purpose is to help some 
of these deserving youngsters.” 

Oakes pointed out that granting of 
scholarships alone does not help but can 
actually inflict serious financial problems 
on the educational institution. Too fre- 
quently a scholarship today, he said, pays 
only a portion of the school’s cost of edu- 
cating a student and thus, scholarships 
alone may increase the financial burden 
on the institution. Therefore, PP&L has 
included in its plan a provision for an 
additional payment to the educational in- 
stitution apart from the tuition payment 
so that the college will, in effect, be re- 
imbursed for its cost of educating the 
scholarship student. 


— to the utility president, the 
serious financial plight of the coun- 
try’s privately owned colleges and uni- 
versities is reflected in a recent national 
study. This indicated that more than one- 
third of the nation’s private colleges and 
universities might operate in the red at 
the end of the current school year. A four- 
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fold increase in operating expenses since 
1930 and the inability to secure endow- 
ments and gifts from individuals were 
given as reasons. 

The increase in operating expenses has 
increased the colleges’ need for dollars 
by 400 per cent during a period in which 
the value of the dollar has decreased al- 
most 50 per cent, Oakes pointed out. To- 
day, he added, the tuition fee cannot be 
increased in proportion to costs unless the 
colleges price themselves out of business, 
thus denying many worthy students the 
benefit of higher education because of fi- 
nancial reasons. Income from endow- 
ments, which once was sufficient to make 
up the deficit between tuition and the real 
cost of education, has fallen from 22 per 
cent in 1930 to 8 per cent in 1950. This 
situation has arisen, said Oakes, because 
the substantial accumulation of savings 
by successful businessmen and the large 
inheritances of individuals, which in the 
past provided the source of endowments, 
has become virtually impossible under 
existing tax laws. 

In formulating its twofold scholarship 
plan, Oakes explained, PP&L has taken 


ness corporations throughout the nation, 
which also believe that American business 


women who represent the great diversity; 
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the lead with a number of other busi- 4 










and industry have a responsibility that, gj 


of talent and training required to meet 
today’s problems of business and indus- 
trial management. Colleges have received 
little or nothing from businesses in return 
for supplying these trained people. 

“If the business corporation does not 
sense and react to its educational responsi- 
bilities,” Oakes pointed out, “the govern- 
ment will be forced to step in with sub- 
sidies, for the American public will de- 
mand higher education in some form. 
Once all schools are forced to accept gov- 
ernment subsidies, they surrender their 
freedom to the government that meets 
their deficit and opens the way to na- 
tionalization of all education. We cannot 
expect a free exchange of ideas to prevail 
under a controlled educational system. 
Thus we face loss of the free-thinking 
type of individual who has contributed 
so much to our civilization in the past and 
on whom we must rely so heavily in the 
future.” 


age) recipients will be free to 
select any recognized course of aca- 
demic study which leads to a degree, 
under PP&L’s plan. The selection of ap- 
plicants and grantees is the responsibility 
of a three-man Scholarship Awards Com- 


ss. mittee, the members of which have recog- 
‘nized standing in the educational field 


justifies, if not demands, support to edu- jail ‘and none of whom have been graduated 


cation. Each June, he added, corpora-gm 
tions eagerly recruit college men andg 


‘from, or otherwise intimately connected 


Mwith, any educational institution in the 


company’s service area. 





(ose revision of the Internal Revenue 
Code presently being undertaken pre- 
sents Congress with an excellent oppor- 
tunity to give the nation’s economy a 
strong shot in the arm with lasting effect, 
according to a study prepared for the 31 
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State Chambers of Commerce Urge Flexible 
Depreciation Allowances 


state and regional chambers of commerce 
in the council of state chambers of com- 
merce. Although the House Ways and 
Means Committee has reported a tax re- 
vision bill with more flexible deprecia- 
tion allowances, the Democrats in Con- 
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gress have singled out this provision for 
special attack and are expected to make 
strenuous efforts to retain the existing 
provisions on this subject. 

The need for reasonable depreciation 
allowances has always been recognized 
under federal tax laws. Even now the In- 
ternal Revenue Code permits deduction 
in computing net income of a “reasonable 
allowance for exhaustion, wear, and tear 
(including a reasonable allowance for 
obsolescence) of property used in the 
trade or business . . .” Prior to 1934, 
the decision on rates of depreciation used 
was for the most part in the hands of 
management. In practice the burden of 
proof as to unreasonableness of rates 
taken was on the Treasury, which ordi- 
narily disallowed them only if they were 
clearly extravagant. In 1934, however, 
this relative freedom in determining de- 
preciation allowances was taken away 
from taxpayers in a move to increase 
revenues temporarily. At that time the 
House Ways and Means Committee was 
considering a proposal to raise additional 
revenues by a 25 per cent reduction in 
depreciation allowances for three years. 
In view of the strong objections to this 
proposal, the Treasury suggested that an 
equivalent amount of additional revenue 
could be obtained by requiring that assets 
be depreciated over their “useful lives” 
and by shifting the full burden of proof 
as to rates to the taxpayer. This recom- 
mendation was then placed into effect by 
the Treasury through changes in its own 
regulations. 


iy order to carry out its new policy, 
the Treasury prepared “useful life” 
schedules of various types of depreciable 
assets and they have been the basis for 
forcing taxpayers to depreciate assets 
over a longer period than they otherwise 
would. These schedules were first pub- 
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lished in 1934, and they have been revised 
only once—in 1942. Since the obsoles- 
cence factor alone changes from year to 
year, the schedules do not reflect adequate 
depreciation for many assets. Yet the 
Treasury still insists that they be used 
in determining depreciation allowances. 
While the Treasury recommendation of 
1934 was supposedly adopted as a method 
of temporarily increasing revenues, it be- 
came the basis of a drive for lower de- 
preciation allowances that revenue agents 
have conducted for almost two decades. 
In May, 1953, the Commissioner of In- 
ternal Revenue called a halt to the prac- 
tice of questioning existing depreciation 
allowances unless there were convincing 
reasons for changing them. This action 
helps to avoid controversies over current 
rates of depreciation but does not give 
taxpayers needed flexibility in setting fu- 
ture rates. 

The restrictive depreciation policy 
adopted by the Treasury in 1934 has had 
several bad effects, according to the study. 
Here are some of them: 


(1) Because of low annual deprecia- 
tion allowances spread over a long period, 
businesses have hesitated to invest in new 
equipment before the old was fully de- 
preciated. Consequently, inefficient and 
obsolete equipment has been kept in use 
with the result that production costs and 
prices to consumers have been higher than 
they would have been with new and im- 
proved equipment. 

(2) The obsolescence in industry 
caused by low depreciation rates has not 
only caused higher costs of defense but 
has endangered the defense program it- 
self. This was recognized by Congress in 
the last three war emergencies when it 
authorized rapid depreciation of specified 
defense production facilities to speed up 
the mobilization program. 

(3) The unrealistic depreciation 
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charges caused by the low Treasury- 
approved rates have resulted in businesses 
reporting profits which did not exist but 
on which taxes had to be paid. 

(4) The reporting of such phony 
profits has often caused payment of divi- 
dends which in reality came from capital 
rather than from income. 


O* top of this, the study continues, the 
inflation of prices since 1940 has 
furthered the damage to the economy 
caused by the enforced low depreciation 
allowances. While low rates alone tend to 
discourage investment in modern equip- 
ment before the old and inefficient is fully 
depreciated, the inflationary price of the 
new item makes replacement of the old 
doubly discouraging. Equally serious is 
the inroad on capital caused by price in- 
flation, coupled with low depreciation 
rates. Enterprises with a large investment 
in depreciable assets in relation to annual 
sales are especially affected, and the ones 
hurt most of all are the public utilities 
which not only have large capital invest- 
ments but also lack freedom to adjust 
sales prices to offset inflationary costs. 

A removal of the present restrictions 
on the freedom of taxpayers in deter- 
mining depreciation policy would be a sub- 
stantial aid in reversing the present re- 
cessionary trend and in preventing future 
depressions, the study states. It would 
affect the nation’s economy in these ways: 

(1) The incentive of being able to re- 
cover a major part of investment in the 
early years of the life of assets would 
result in a wave of orders for new ma- 
chinery and equipment and it would gen- 
erate new building programs in industry. 
This would bring back laid-off workers 
and often create new jobs all along the 
line from those who produce raw ma- 
terials through those who operate the 
plants and equipment. 


APRIL 1, 1954 


(2) The incentive to buy new produc- 
tive tools sooner would result in better 
products at lower costs available to more 
people. This will further help the wage 
earner all along the line from producers 
of raw materials to consumers. 

(3) Early depreciation of productive 
assets would shorten the replacement 
cycle and maintain a high production level 
in the machinery and equipment indus- 
tries which under present depreciation 
regulations operate in a feast and famine 
cycle. 

(4) The national security would be 
strengthened by the incentive to keep in- 
dustrial plants as modern and efficient as 
technological improvements permit. 

(5) The small manufacturers and 
farmers, who in the aggregate are large 
users of machinery, would benefit par- 
ticularly. It is they who are most re- 
pressed by restrictive depreciation because 
of their greater difficulty in financing 
necessary replacements and expansion. 

(6) Flexibility would make possible 
the reporting of true income and elimi- 
nate taxation of capital in the form of 
fictitious profits which occurs under pres- 
ent depreciation rates. The levying of 
taxes on capital which is caused by in- 
flation would be minimized for most in- 
dustries. 


owen Eisenhower recommended 
that more freedom be allowed business 
in using straight-line (constant rate) de- 
preciation and in selecting other methods 
of depreciation. Specifically, he proposed 
that larger depreciation charges be al- 
lowed in the early years of property life 
by the use of the declining-balance meth- 
od at rates double those permitted under 
the straight-line method, or by other 
methods so long as they do not produce 
deductions greater than available under 
the declining-balance method. 
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The March of 
Events 


Court Sustains Tidelands Law 


La U. S. Supreme Court on March 
15th upheld the Eisenhower-backed 
Submerged Lands Act which ceded oil- 
rich offshore lands to coastal states. 

A brief, unsigned opinion said the Con- 
stitution gives Congress unlimited power 
over the public lands. And, the opinion 
added, it is not for the courts to say how 
that trust shall be administered. 

The recent decision came just before 
the court recessed until April 5th. Chief 
Justice Warren, former governor of Cali- 
fornia, disqualified himself in the sub- 
merged lands case. Justices Black and 
Douglas read sharply dissenting opinions. 

Thus the court rejected by a vote of 6 
to 2 requests by Alabama and Rhode Is- 
land for permission to file suit against 
four other states—Texas, California, 
Louisiana, and Florida. The latter four 


a 


states are expected to get the lion’s share 
of benefits from the 1953 law. 


AGA Fall Convention Mapped 


Fumes of speeches by recognized 
authorities will be featured at the 
thirty-sixth annual convention of the 
American Gas Association in Atlantic 
City, New Jersey, October 11th to 13th. 
Basic plans for such a program were out- 
lined at a meeting of the general conven- 
tion committee in New York city recently 
under Chairman Everett J. Boothby, 
president of Washington Gas Light Com- 
pany. 

Among the subjects presented for final 
selection by the committee for the general 
sessions are: regulation, legislation, nat- 
ural gas future prospects, supervisory 
training, increasing costs of natural gas, 
and possibly a panel discussion. 


Arizona 


Senate Approves Utility Bill 


A BILL intended to prevent a munici- 
pally owned public utility from com- 
peting with a privately owned public utili- 
ty was passed by the state senate recently 
and sent to the house. 

In instances where a municipality de- 
sired to extend a utility service to an area 


served by a private concern, the bill would 
require the city or town to acquire the 
private utility. Although the language of 
the act would cover other types of utility 
services, it was designed to cover only 
municipal competition with private water 
companies. The measure was viewed as a 
vital factor in future annexation plans of 
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municipalities, especially Phoenix and 
Tucson. The legislative issue developed 
after the state supreme court held that the 
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city of Tucson had a lawful right to paral- 
lel a private water utility line in a newly 
annexed area. 


B® 
Kentucky 


Utility and Co-op Sign 
Agreement 
AM agreement for the interconnection 
and integration.of their generating 
and transmission systems was signed 
early last month by Kentucky Utilities 
Company and East Kentucky Rural Elec- 
tric Co-operative Corporation. 

The contract was signed in the offices 
of the state public service commission at 
Frankfort. R. M. Watt, president of KU, 
signed for his company; Alex B. Veech, 
president, signed for East Kentucky. The 
agreement was effective March Ist, sub- 


ject to the approval of the state public 
service commission and the REA Admin- 
istrator. 

Judge Robert Coleman, chairman of 
the state commission, termed the agree- 
ment the first of its kind in the United 
States. “We hope,” Coleman said, “that 
this contract establishes a pattern for bet- 
ter relations between the rural electric 
corporations and electric companies 
throughout the country. It attests to a 
high quality of business statesmanship on 
the part of the management of both or- 
ganizations. 


ye 
Nebraska 


City Loses Court Battle 


enna District Judge John W. Dele- 
hant recently ruled against the city of 
Hastings on all counts in a suit brought 
four years ago by the Kansas-Nebraska 
Natural Gas Company. The company filed 
suit for declaratory judgment in January, 
1950, and sought an injunction a short 
time later to prohibit the city from using 
town border station gas at the power plant. 

The town border station is the point 


where the company delivers the gas to the 
distributor, in this case the city. 

Judge Delehant in a two-hour oral de- 
cision held Kansas-Nebraska’s contract 
with the city for the sale of gas to the 
city power plant is valid. He ordered the 
city to pay according to the terms of the 
contract, plus interest and court costs. 

The judge also granted a permanent in- 
junction effective next May 31st, forbid- 
ding the city to use the town border sta- 
tion gas at the power plant. 


e 
New York 


Power Authority Chairman ~ 
Confirmed 


OBERT Moses was confirmed recently 

by the state senate as a member of 

the New York State Power Authority. 
The vote was 35 to 1. 
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Most Democrats expressed their ad- 
miration for the New York expert in pub- 
lic construction projects, but protested 
that Mr. Moses should have been called 
for questioning on his stand on the power 
issue. 

The authority will have control over 
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the construction of the $600,000,000 
St. Lawrence river hydroelectric project, 
and the Niagara Falls power project, if 
permission to develop it is ever granted 
the state. 

Mr. Moses was scheduled to succeed 
John E. Burton as chairman. Mr. Burton 
will remain as a member of the committee. 

U. S. Representative Franklin D. 
Roosevelt, Jr. (Democrat, New York), 
said New York state’s plan to build new 
power plants at Niagara Falls was “only 
the first step in the program of the pri- 
vate utility companies to eliminate the 
municipal and rural co-operative systems.” 
Mr. Roosevelt is co-sponsor with Senator 
Herbert H. Lehman (Democrat, New 
York) of a bill to permit the state to build 
the new plants. 

The measure differs with one favored 
by Governor Dewey of New York in that 
the Lehman-Roosevelt proposal provides 
for a preference to public bodies such as 
co-operatives and municipal agencies in 
the distribution of the power to be gen- 
erated. 


THE MARCH OF EVENTS 
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Governor Dewey is against the clause. 


Natural Gas Bid Made 


— Epison Company has 
asked the state public service com- 
mission for authority to substitute natural 
gas for the mixed gas now supplied 670,- 
000 consumers in Manhattan and 430,000 
in the Bronx. 

In announcing the request, Consoli- 
dated Edison stated that the changeover 
would save $4,700,000 a year in operating 
costs, once it has been completed. 

Natural gas is supplied at present to the 
company’s customers in Westchester, 
most of Queens, and the Riverdale and 
City Island sections of the Bronx. The 
changeover is in progress in Astoria and 
Long Island City, Queens. 

The changeover to natural gas requires 
adjustment of consumers’ appliances. The 
company will do this work at an estimated 
cost of $22,000,000 in the Manhattan and 
Bronx areas affected. It will take four 
years to make the changeover, if the com- 
mission approves the request. 


Rhode Island 


Able Commission Staff Urged 


HE chairman of the Connecticut Pub- 

lic Utilities Commission told the cor- 
porations committee of the Rhode Island 
senate last month that the $200,000 spent 
to investigate recent telephone rate in- 
creases in Rhode Island could have fi- 
nanced a state staff of utility experts for 
years. 

Eugene S. Loughlin, who heads the 
Connecticut commission, visited the state 
house at the request of Governor Roberts, 
who wants the legislature to pass a law 
similar to Connecticut’s law for regulating 
public utilities. 

The governor’s proposal would compel 
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utilities to pay 45 per cent of the cost of 
operating the state public utilities office, 
which regulates the utilities. The bill has 
passed the house and was in the senate 
corporations committee. 

The governor plans to staff the utilities 
division with at least an additional ac- 
countant and engineer who are expert in 
public utility operations. 

Loughlin said he thought it was uncon- 
stitutional to forbid—as the governor’s 
bill does—the utilities to pass on to the 
consumer their share of the cost of keep- 
ing up the utilities division. The amount, 
however, would be so small that it would 
not enter as a factor for establishing rates. 


APRIL 1, 1954 














Hi 


Progress of Regulation 


Percentage of Increased Gas Cost to Be Absorbed 


HE Colorado commission dismissed 

objections to its jurisdiction over a 
combination utility’s charges for gas serv- 
ice within a municipality notwithstanding 
the contention that a “home rule” city is 
exempt from commission regulation. 


Emergency Rate Increase 


After deciding this point, the commis- 
sion ruled that inasmuch as the company’s 
supplier had received a temporary rate in- 
crease from the Federal Power Commis- 
sion, it would be proper for the company 
to pass on to its customers part of the in- 
creased cost. The principal question to be 
determined, the commission continued, is 
the amount of the increase which the com- 
pany could safely absorb without jeopard- 
izing its financial condition and at the 
same time share with its customers a part 
of the increased costs. 


Percentage of Absorption 


The commission set out in table form 
the various rates of return which would 
result for both the total company and the 
gas department only based on a 100 per 
cent pass on of the increase to the gas cus- 
tomers, a 100 per cent absorption of the 
increase by the company, and a 16% 
per cent absorption by the company. All 
were calculated using property, plant, and 
equipment based on original cost with ma- 
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terials and supplies added and depreciation 
reserve deducted. 

The commission concluded that a 163% 
per cent absorption was proper and would 
permit a return of 6.33 per cent to be 
earned from the new rates. These remarks 
were made concerning the considerations 
affecting this determination: 


In arriving at our conclusions herein 
as to what amount should be absorbed 
by the company and what amount 
passed on to the customer, we have con- 
sidered certain basic elements, both as 
to rate of return and as to elements 
that could be considered legitimate com- 
ponents of a rate base, without, how- 
ever, going into a full-scale rate hear- 
ing to determine the exact amount of 
these elements. We feel justified in this 
instance in using this procedure because 
of the very nature of the problem con- 
fronting us, with the time element in- 
volved, the emergency nature of the 
temporary increase, and the fact that 
the motivating cause for the increase 
is beyond the direct control of either 
the company or the commission. 


Electric Department's Burden 


A contention that electric customers 
should share the burden of the increase 
because of the use of gas in generating 
plants was disallowed. Electric rates, the 
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commission said, are not involved in this 
proceeding, and will be considered when 
the company completes studies as to the 
effect of the increased cost of gas upon the 
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expense of rendering electric service. Re 
Public Service Co. of Colorado, Investi- 
gation and Suspension Docket No. 361, 
Decision No. 41845, January 7, 1954. 


Telephone Territory Declared Open to Qualified Company 


OvE of several typical service investi- 
gations recently completed by the 
Indiana commission concerned a telephone 
company which had ignored commission 
orders directing repairs and rehabilitation. 
The record indicated that over a 5-year 
period the company had made no attempt 
to make repairs of even a temporary na- 
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ture. The state public service commission 
ruled that as a result of the telephone 
company’s neglect of its service obliga- 
tion, its certificate should be revoked 
and its territory declared open to any 
qualified company desiring to render the 
service. Re Lizton Teleph. Co. No. 23318, 
January 28, 1954. 


Contributions in Aid of Construction Excluded from 
Net Worth Determination 


F eeicropiageinagels had been split in two 
and a new city formed under sepa- 
rate corporate charter. Prior to that, the 
water utility had. been owned and oper- 
ated by the municipality, had rendered 
service to all the inhabitants of the town, 
and contemplated continuing service to 
those in the area of the new city. 

The Wisconsin commission was asked 
to determine and certify the value of the 
utility property so that the apportionment 
boards could adjust the assets and liabili- 
ties between the respective municipalities. 

The commission was of the opinion that 
it had the duty to determine the value of 
the property and would do so, but took 
exception to the treatment the new city 
proposed for contributions in aid of con- 
struction. The amount of such contribu- 
tions, particularly those comprised of fed- 
eral grants, in the opinion of the commis- 
sion, should not be added to the net worth 
of the town for the purpose of applying 
the rate apportionment. It said: 


The commission has consistently fol- 


lowed the practice, in its rate-making 
functions, of deducting contributions 
before determining the rate of return 
due the municipality. In other words, 
the contributions or donations were 
made without hope or intent of receiv- 
ing a return thereon or any reward other 
than the obtaining of water service at a 
reduced price for the customers. The 
donations were made for the benefit of 
the consumers of both the town and 
those now residing in the city; and 
equity would seem to indicate that the 
city should not now be heard to claim 
that they should receive compensation 
for a portion of the water utility which 
was never paid for by them either di- 
rectly or indirectly. Any different con- 
sideration of these contributions for the 
purpose of determining the compensa- 
tion to be paid to the city of St. Francis 
would have the concomitant effect of 
resulting in an increase in the rates for 
service to the water consumers in that 
city inasmuch as the town of Lake 
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would then be justified in requesting an 
increase in rates to provide a return on 
the increased equity paid for by that 
town. Without an increase in rates it 
would be tantamount to receiving double 
compensation: first, by the city receiv- 
ing payment for the contribution; and, 
second, by the consumers, residing in 
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the city, receiving rates predicated on 
no return for the capital represented by 
such donation. We cannot bring our- 
selves to the conclusion that either 
equity or the law can justify such a pro- 
cedure. 


Re City of St. Francis, 2-U-3996, Janu- 
ary 25, 1954. 


Double Rate for Nonresidents Not Discriminatory 


\ een court of civil appeals of Texas 
affirmed a lower court decision dis- 
missing a suit brought by nonresident 
water users against a city. The customers’ 
chief complaint was that a city ordinance 
required them to pay twice as much for 
water service as city residents. 

The court ruled that the ordinance was 
not discriminatory because there was a 
reasonable basis for the higher rate. It 
was clearly more costly for the city to 
serve the large area, extending as much 
as eighteen miles beyond the city limits, 
particularly in the fields of maintenance 
of lines, pumping and lifting service, and 
meter reading. 


Finally, the court made this comment 
about responsibility of city residents: 


Another fact which deserves consid- 
eration as tending to justify a higher 
rate to outside users is that the water- 
works system of the city of Abilene was 
purchased by general obligation bonds 
of which more than $4,000,000 are now 
outstanding. The residents of the city 
are liable through taxation for the pay- 
ment of the principal and interest on 
these bonds and they constitute a charge 
or incumbrance upon the taxable prop- 
erty within the city. 


Botkin et al. v. City of Abilene, 262 SW2d 
732. 


Coke Company Retained in Integrated Gas System 


pen Securities and Exchange Com- 
mission held that a natural gas com- 
pany’s continued retention of a coke com- 
pany subsidiary was permissible under the 
“other business” clause of § 11 (b) (1) 
of the Holding Company Act. Previously, 
in approving a holding company integra- 
tion plan involving retention of the coke 
company (1947) 73 PUR NS 324, the 
commission had reserved jurisdiction as 
to its retainability whenever natural gas 
might be available to the gas company. 
The latter has since converted to natural 
gas. 
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The “other business” provisions of the 
act have been construed in the light of the 
statutory policy to achieve “economy of 
management and operations” and “the in- 
tegration and co-ordination of related op- 
erating properties.” They require that 
there be a functional relationship between 
the operations of the utility system and 
the nonutility business sought to be re- 
tained. Retention must be in the public 
interest or for the protection of investors 
or consumers. Retainable nonutility inter- 
ests should occupy a clearly subordinate 
position to the integrated system consti- 
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tuting the primary business of the hold- 
ing company. 


Operating Relationship 


Prior to the utility’s conversion to nat- 
ural gas, the coke company subsidiary was 
the utility’s major gas supplier. Now the 
coke company sells part of its production 
of coke oven gas to the utility for resale 
without profit to a municipal sewerage au- 
thority under contract. The contract pro- 
vides for the availability to the utility of 
all coke oven gas produced in the event of 
emergencies. 

Service to the sewerage authority may 
be cut off only because of a pipeline break. 
In the event of a service interruption to 
the authority for seventy-two hours, the 
utility must furnish fuel oil or gas oil suffi- 
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cient to operate the sewerage plant, or 
make up the difference between the price 
of such oil and the price of coke oven gas 
which would otherwise have been supplied. 
Therefore, the availability to the utility, 
under the arrangement with the sewerage 
plant, of stand-by reserve in the event of 
emergencies represents a material benefit 
to the utility’s consumers despite the ab- 
sence of a profit. 

The commission concluded that al- 
though the coke company’s revenues from 
coke and chemicals have increased sub- 
stantially while those from gas have de- 
creased, the industrial character of the 
company has not reached such proportions 
that divestment is required. Re United 
Light & Railways Co. Release No. 12317, 
January 22, 1954. 


Nonuser Denied Damages Due to Gas Service Restrictions 


HE Ohio court of appeals has affirmed 

a lower court decision dismissing a 
gas appliance dealer’s suit against a gas 
company for damages due to loss of busi- 
ness during a period when space-heating 
service was curtailed. The company suc- 
cessfully defended on grounds that it had 
not refused to serve space-heating cus- 
tomers who had qualified by obtaining 
permits under the emergency gas restric- 
tions imposed by the Ohio commission. 

The appliance dealer did not claim that 
any of its customers had been refused 
service by the gas company. Nor was it 
claimed that he would have installed heat- 
ing units except for the utility’s action. He 
merely claimed that he “would have in- 
stalled or been able to install.” 

The court did not believe this was a case 
in which a public utility failed to perform 
its public duty. It held that unless it could 
be shown that the company had refused 
to serve a qualified customer, or had acted 


in bad faith with respect to a customer’s 
qualifications, the appliance dealer could 
not claim damages because of loss of busi- 
ness from anticipated sales. 


Utility Obligation 

The company, as a public utility, owed 
no duty to the claimant as a dealer in heat- 
ing appliances, the court said. It had no 
obligation to promote the dealer’s business. 
In relation to the public, other than in the 
furnishing of gas, the company acted in 
its private capacity governed by the same 
rules that are applicable to private corpo- 
rations, subject only to the limitation that 
it could not in any way deprive itself of 
its ability to perform its public duty by 
any action it might take in its private 
capacity. 


Legislative Intent 


The sole purpose of the statute under 
which this action was brought was to regu- 
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late gas companies in discharging the ob- 
ligation they had assumed. The court con- 
cluded that the dealer’s hope of profit from 
its business was not an “interest” within 
the contemplation of the legislature when 
it passed the law. The only interest con- 
templated was that which might result 
from the consumption of gas. 

The commission rules restricting serv- 
ice were, according to the court, promul- 
gated to regulate and conserve gas so as to 
enhance the ability of the company to sup- 
ply it in such a way as to promote the 
public welfare. The court did not believe 
that to impose liability upon the company 
in favor of a gas appliance dealer would 
insure the company’s duty to furnish serv- 
ice. To construe the statute as imposing 
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a liability for damages to the appliance 
business, said the court, would be to de- 
clare that it was the appliance business 
that the legislature intended to regulate 
and protect. 

The court considered the possibility of 
liability in tort based on interference with 
contract relations between the appliance 
dealer and his customers. In rejecting this 
possibility, the court said that the inap- 
plicability of this principle results from 
the fact that there is no allegation of any 
contract between the dealer and a cus- 
tomer that was interfered with by the gas 
company, or that any customer was pre- 
vented from entering into a contract with 
the dealer. Floyd & Co., Inc. v. Cincinnati 
Gas & E. Co. February 8, 1954. 


Other Important Rulings 


Monitoring Service. The Ohio Court of 
Common Pleas held that a telephone com- 
pany could monitor the telephone of a 
customer suspected of using residential 
service for business purposes without in- 
curring liability for invasion of privacy. 
Schmukler v. Ohio Bell Teleph. Co. 116 
NE2d 819. 


Surcharge for Manufactured Gas. The 
Massachusetts department held that a gas 
company which had converted to natural 
gas should continue to supply a municipal 
gas plant with manufactured gas and re- 
cover monthly losses for so doing by a sur- 
charge added to the regular rates, where 
the municipality could not obtain natural 
gas due to a Federal Power Commission 
prohibition against serving utilities not 
qualified under the Natural Gas Act. Town 
of Middleborough v. Brockton-Taunton 
Gas Co. DPU 10371, January 22, 1954. 


Water Company Return. A return of 6 
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per cent was considered fair and reason- 
able for a water company by the New 
Jersey department. Re Portaupeck Water 
Co. Docket No. 7471, January 13, 1954. 


Elimination of Crossing. Any plan 
adopted for the elimination of railroad 
grade crossings, commented the New 
York commission, should assure expendi- 
ture of state funds in a wise and prudent 
manner and should not violate long- 
standing municipal policies of area devel- 
opment. Re Long Island R. Co. Case 
11626, January 14, 1954. 


Municipal Plant Return. A return of 
5.5 per cent was considered fair and rea- 
sonable by the Wisconsin commission for 
a municipal water plant. Re City of 
Kenosha, 2-U-4127, January 15, 1954. 


Train Discontinuance. The Wisconsin 
commission allowed a railroad to discon- 
tinue certain passenger trains provided a 
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substitute bus service was established and 
maintained at approximately the same 
hours as the trains operated, where the 
evidence showed that the service was not 
required, that private automobiles had 
largely supplanted the use of railroads in 
the area, and that the carrier was suffer- 
ing a substantial loss on the operations 
involved. Re Chicago & N.W.R.Co. 2-R- 
2088, January 15, 1954. 


Switching Nuisance. The Pennsylvania 
commission held that it did not have juris- 
diction over a complaint alleging a railroad 
had created a public nuisance by changing 
shifting, switching, and rerouting opera- 
tions in residential sections of a city from 
the daylight hours to the late evening and 
early morning hours. Borough of Clifton 
Heights v. Pennsylvania R. Co. Complaint 
Docket No. 16011, February 1, 1954. 


Train Discontinuance. The factors to 
be considered in determining whether a 
railroad should be authorized to abandon 
certain passenger service, commented the 
Wisconsin commission, are the present 
and prospective use by the public, the ex- 
tent of the loss on the operations involved 
and its relationship to the carrier’s over- 
all operation, and the availability and ade- 
quacy of other transportation. Re Chicago 
& N.W.R.Co. 2-R-2698, February 2, 
1954. 


Turkey Talk. The Wisconsin commis- 
sion decided that a city ordinance estab- 
lishing a special higher sewer rate for a 
customer conducting a turkey farm and 
market on his premises was unjustly dis- 
criminatory where a septic tank provided 
the sewerage facilities for the turkey busi- 
ness and the customer was receiving only 
domestic sewerage service for a one-family 
dwelling. Jaeger v. City of Cedarburg, 2- 
U-4048, February 4, 1954. 


PROGRESS OF REGULATION 


Construction of Statute. The Tennes- 
see Supreme Court commented that federal 
decisions should be considered particular- 
ly persuasive in resolving questions arising 
under a state statute which is modeled 
after a federal statute. Hoover Motor Ex- 
press Co., Inc. et al. v. Railroad & Pub. 
Utilities Commission et al. 261 SW 2d 233. 


Private Carrier. A poultry company 
which leases trucks and transports its own 
goods in interstate commerce is a private 
carrier, held the United States Court of 
Appeals, and is not required to obtain 
either a certificate or a permit. /nterstate 
Commerce Commission v. Woodall Food 
Products Co. 207 F2d 517. 


Construction of Crossing. The fact that 
a railroad holds an unencumbered title to 
land used as a right of way, held the 
Louisiana Supreme Court, does not pre- 
vent the commission, in the exercise of the 
state’s police power, from requiring the 
railroad to construct and maintain, with- 
out compensation from the state, a crossing 
reasonable and necessary for the public 
use. Illinois C. R. Co. v. Louisiana Pub. 
Service Commission et al. 69 So2d 43. 


Alternate Routes. The Interstate Com- 
merce Commission may properly author- 
ize a water carrier to employ any means 
of transportation necessary to carry 
out freight-forwarding activities, held a 
United States district court, where the car- 
rier, which has been operating at a finan- 
cial loss, is seeking alternate means of 
transportation to attain a sound financial 
policy and to cope with interruptions in 
service caused by West coast labor dis- 
putes. Acme Fast Freight, Inc. v. United 
States et al. 116 F Supp 97. 


Eminent Domain. The Louisiana Su- 
preme Court commented that the commis- 
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sion need not determine the common car- 
rier status of a corporation before the cor- 
poration may exercise the right of eminent 
domain. Calcasieu & S. R. Co. v. Bel et al. 
69 So2d 40. 


Variance of Tariff. A United States 
district court commented that the legally 
published tariff of a carrier engaged in 
interstate commerce may not be avoided, 
enlarged, or varied by a contract between 
the shipper and carrier, or by the tort of 
the carrier. United States v. Kansas City 
Southern R. Co. 116 F Supp 484. 


Delay in Shipment. A United States 
district court held that although an ex- 


press company is not bound to transport 
by any particular train or vessel or in time 
for any particular market, it has a duty 
to transport with reasonable dispatch, and 
a 16-hour delay in shipment of a perish- 
able commodity constitutes a breach of 
such duty. Railway Express Agency v. 
Smith, 116 F Supp 609. 


Rate Making by Court. The Alabama 
Supreme Court commented that, although 
it had the power to determine the consti- 
tutionality of rates imposed for public 
utility service, it could not fix such rates. 
Water Works & Sanitary Sewer Board 
of Montgomery et al. v. Sullivan et al. 
69 So2d 709. 
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RE NORTHWESTERN BELL TELEPH. CO. 


MINNESOTA RAILROAD AND WAREHOUSE COMMISSION 


Re Northwestern Bell Telephone 
Company 


M-3616 
January 8, 1954 


PPLICATION for authority to increase intrastate telephone 
1 \ rates; higher rates prescribed. 


Valuation, § 299.1 — Working capital allowance — Tax accruals. 
1. The commission, in fixing a working capital allowance for a telephone 
company for rate-making purposes, considered the fact that the company 
collected substantial sums for service in advance and had an accumulation 
of tax reserves out of earnings which it could hold for many months at a 
time, p. 35. 

Return, § 31 — Reasonableness — Pending construction. 
2. The effect of a large-scale construction program on a telephone com- 
pany’s earnings was considered by the commission in fixing rates, in view 
of the need for the construction to meet the increasing demand for service, 
p. 36. 


Return, § 111 — Telephone company. 
3. Rates which would yield a return of 6.29 per cent were authorized for a 
telephone company, p. 36. 

Rates, § 134 — Reasonableness — Telephone rates in other states. 


4. Evidence of telephone rates charged in exchanges outside of the state 
may not be relied upon in fixing local telephone rates, p. 40. 





Rates, § 573 — Telephone — Free interexchange service. 


Discussion of a telephone company’s plan to provide extended area service 
to residents of Minneapolis and St. Paul and other local telephone service 
problems in the Twin Cities area, in view of the closely knit economic and 
social life in the area, p. 37. 


Taxes, § 1 — Federal excise taxes on telephone users. 


Discussion of the unfairness and discriminatory nature of federal excise 
taxes levied on telephone users, in view of the necessity of telephone service, 
p. 39. 


> 


By the Commission: On October reasonable rates and charges for all 
14, 1953, the Northwestern Bell classes of telephone service furnished 
Telephone Company, a corporation, by the company within the state of 
filed with this commission an applica- Minnesota. Thereupon the commis- 
tion for an order establishing fair and sion issued its order assigning for 
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hearing before the commission said 
application at its hearing room, 470 
State Office building, Saint Paul, 
Minnesota, at 9:30 o’clock a.M., on 
Tuesday, November 17, 1953, and said 
hearing was continued through No- 
vember 18, 1953. 


APPEARANCES: Tracy J. Peycke, 
Vice President and General Counsel, 
Northwestern Bell Telephone Com- 
pany, Omaha, Nebraska; and Adrian 
C. Cassidy of Minneapolis, Attorney, 
for the applicant; J. A. A. Burnquist. 
Attorney General, and Fred W. Put- 
nam, Special Assistant Attorney Gen- 
eral, for the state of Minnesota; Harry 
E. Weinberg, City Attorney, Duluth, 
for the city of Duluth; Timothy P. 
Quinn, Corporation Counsel, Saint 
Paul, for the city of Saint Paul; John 
F. Bonner, City Attorney, and Carsten 
L. Jacobson, Assistant City Attorney, 
Minneapolis, for the city of Minne- 
apolis; L. J. Covey, Minneapolis, for 
the Railroad Brotherhoods; A. N. 
Fancher, for the commission, and L. 
R. Bitney, for the commission. 

The commission, after careful con- 
sideration of the evidence adduced at 
said hearing, together with the law 
applicable thereto, now makes and 
files the following findings of fact and 
order : 

Findings of Fact 

The Northwestern Bell Telephone 
Company is a corporation organized 
under the laws of the state of Iowa and 
is duly qualified and authorized to 
transact business in the state of Min- 
nesota. 

The commission has made investi- 
gations into the operations of the 
Northwestern Bell Telephone Com- 
pany in four separate proceedings since 
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1946; said investigations being made 
under Dockets M-2828 (1947) 72 
PUR NS 86, M-3000 (1948) 75 
PUR NS 37, M-3090 (1950) 86 
PUR NS 218, and M-3508. In these 
investigations the commission has 
gone thoroughly into the operating 
records of said company including 
capital investment, revenues, and ex- 
penses, and has made a study of the 
relationship between the American 
Telephone and Telegraph Company 
and the Northwestern Bell Telephone 
Company and the relationship between 
the Western Electric Company and the 
Northwestern Bell Telephone Com- 
pany. 

In Docket M—3508 this commission 
issued its order dated the 16th day of 
January, 1953, authorizing the pres- 
ent rates now charged by the North- 
western Bell Telephone Company to 
its subscribers. The company bases its 
present request for further increases in 
telephone rates on the fact that on Au- 
gust 16, 1953, after extended negotia- 
tions with the labor union representing 
its employees, said company made a 
settlement of wage increases thereby 
increasing its Minnesota intrastate 
operating costs by $1,453,454 annu- 
ally. In addition thereto, due to in- 
creased costs incurred by connecting 
companies in originating and terminat- 
ing long-distance calls, the allocation 
of revenues derived from these jointly 
furnished services has increased the 
intrastate operating costs of the North- 
western Bell Telephone Company by 
$223,000 per annum. The company 
further shows that it is expending 
$17,915,000 for expansion and im- 
provements to its Minnesota plant 
during 1953. That in spite of the ef- 
forts of the company there were on 
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September 30, 1953, 4,321 unfilled 
applications for telephone service and 
more than 26,000 unfilled applications 
for higher grades of service. Since 
January 1, 1946, the total investment 
in plant and equipment in the state of 
Minnesota has about doubled, to wit 
from $89,465,000 to $180,622,895 as 
of September 30, 1953. During this 
same period the number of telephones 
in service operated by the Northwest- 
ern Bell Telephone Company has in- 
creased from 480,508 to 757,140 or 
an increase of 276,632 phones. 

The public’s demands for additional 
telephone service has continuously, 
during the entire post World War II 
period, kept ahead of the company’s 
ability to furnish the additional service. 
Quarterly reports made to this com- 
mission under its order in Docket M- 
3090, supra, show unfilled applications 
for new service amounted to 4,396 as 
of December 31, 1952, and were re- 
duced to only 4,321 as of September 
30, 1953, despite a construction pro- 
gram of $17,915,000 during 1953. 
Due to the increased cost of construc- 
tion in this period over prior construc- 
tion periods, the plant investment per 
telephone has increased from $186 in 
1946 to $238 per telephone as of Sep- 
tember 30, 1953, and continues to rise 
due to substantial construction at 
present high price levels. To illustrate, 
during the twelve months ending Sep- 
tember 30, 1953, the average plant in- 
vestment for each telephone gained was 
$464 compared to an average of $238 
for all stations in service as of Sep- 
tember 30, 1953. 

The company has furnished the 
commission with full details of its con- 


struction program for the period Sep- 
tember 30, 1953, to December 31, 
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1954, as well as its property accounts 
as of September 30, 1953. Further, 
the company presented intrastate oper- 
ating figures for the twelve months 
ending September 30, 1953, and also 
showed intrastate operations adjusted 
to reflect application of the rates 
granted in February, 1953, on a full 
year basis as well as application of the 
1953 wage and other expense increases 
on a full year basis. 


Rate Base 

Witness Wasley in Exhibit 14, at 
page 1, shows as of September 30, 
1953, the data summarized below: 


State of Minnesota—Original 
book cost of plant and 
CGUIPHIENE io c.e's cs see cre ces $180,622,895.00 


Less—Interstate portion ..... 23,480,976.00 


Intrastate original cost of 
plant and equipment ...... 157,141,919.00 


Material and Supplies ...... 1,780,132.00 
Working: Cash’ .....2....500.3 5,589,460.00 
Total Original Cost—Intra- 

state operations ........... 164,511,511.00 
Depreciation Reserve as shown 

by company books ........ 43,290,426.00 
Net Book Value claimed by 

CHAPIN 6 cs 2a he _ $121,221,085.00 


[1] The statistician of the commis- 
sion has thoroughly checked these ac- 
counts and recommends a change in 
working cash capital. Due to the fact 
that the company collects substantial 
sums for service in advance and has 
an accumulation of tax reserves out of 
earnings, which it can hold for many 
months at a time, the commission be- 
lieves that the working cash capital as 
allowed, in its previous order, is suf- 
ficient. This amounts to $2,771,611 
and reduces the investment account as 
of September 30, 1953, to $118,403,- 
236. The company has filed, at the 
direction of the commission, in consid- 
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erable detail the work to be carried on 
in the expansion of the plant during the 
balance of 1953 and for the year 1954. 
These reports by the company have 
been made a part of the record in this 
proceeding. The record shows that 
the construction program for the peri- 
od September 30, 1953, to December 
31, 1953, amounts to $4,363,000 of 
which $3,795,000 is applicable to 
intrastate operations and is now com- 
pleted. That the company’s construc- 
tion program for the year 1954 is 
$19,585,000 of which $17,038,000 is 
applicable to intrastate operations. 
Company officials have testified and 
the commission’s staff has verified that 
this construction program has been 
engineered in detail, and there has 
actually been contracted for intrastate 
operations properties in the amount of 
$5,490,000, with definite installation 
and completion dates during 1954. 
There is no doubt that the company 
can and must carry on its program as 
scheduled and we are continuing our 
requirement of quarterly reports as to 
the amounts expended for construction 
and improvements and the number of 
unfilled service applications. 

[2] The experience of the years 
following World War II has clearly 
demonstrated the need for the large 
scale construction program carried on 
by the company to meet the increas- 
ing demand for additional telephones 
by the people of this state and it has 
further demonstrated that the com- 
pany’s earnings will fall below the 
rate deemed necessary for it to carry on 
its business and attract the capital nec- 
essary to finance its construction pro- 
gram unless some consideration is giv- 
en to the increased investment made by 
the company during the period in 
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which the prescribed rates are to be in 
effect. This same factor has been 
widely recognized by other commis- 
sions and has been discussed very re- 
cently in the 1953 report of the com- 
mittee on valuation for the National 
Association of Railroad and Utili- 
ties Commissioners. If the company 
is to earn at the rate of return found 
reasonable herein, due allowance must 
be made for the effect of large scale 
construction on its rate of earnings. 

The commission, in arriving at its 
conclusion as to a reasonable rate base, 
has taken into consideration the sum 
of $3,795,000 completed construction 
for the period September 30, 1953, to 
December 31, 1953, and the sum of 
$5,490,000 of contracted construction 
for 1954 out of a total construction 
program for 1954 of $17,038,000. 

The commission, after giving con- 
sideration to the effect of the construc- 
tion program on the company’s opera- 
tions, finds that the fair value of its 
Minnesota intrastate properties used 
and useful is $127,688,236 and will use 
this amount as a rate base for purposes 
of this proceeding. 


Rate of Return 

[3] There is nothing in the record 
to change the commission’s former 
determination that a return of approxi- 
mately 64 per cent is reasonable. It is 
therefore found that this return on the 
rate base, as established above, will 
produce reasonable earnings on the 
company’s Minnesota intrastate prop- 
erties. 


Revenues and Expenses 

The Minnesota intrastate net earn- 
ings of the company for the 12-month 
period ending September 30, 1953, ad- 
justed to reflect the rates authorized by 
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the commission as of February 1, 
1953, in Docket M—3508, and the addi- 
tional wage and other expense incurred 
during the year are shown by Exhibit 
14 to amount to $6,538,235. The 
commission disallows the sum of $67,- 
461 appearing in Account 323, Miscel- 
laneous Income Charges, and repre- 
senting certain contributions and 
membership dues. We find that the ad- 
justed net intrastate earnings projected 
on an annual basis as of September 30, 
1953, is the sum of $6,569,649 and 
would produce a return in 1954 of 5.15 
per cent on the rate base approved by 
the commission provided there is no 
increase in revenue. 

The commission has determined 
that an increase in net earnings is nec- 
essary by the sum of $1,467,171 mak- 
ing the net return $8,036,820. This 
would produce a return of 6.29 per cent 
on the rate base established by the 
commission. 


Twin Cities Service 


During the course of his testimony 
as to plans for future developments 
and improvements, the company’s vice 
president, Mr. Lindeman, stated as 
follows : 

“The Twin Cities, as everyone 
knows, are gradually growing closer 
and closer together. For some time 
we have given consideration to serv- 
ice arrangements which would more 
satisfactorily meet the changing com- 
munication needs of the people in the 
Twin Cities metropolitan area. 

“We are presently studying plans 
about which I am optimistic. I feel 


that real possibilities exist for improv- 
ing and expanding our service in the 
Twin Cities area. This plan would be 
designed to enlarge service to all users 
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in the Twin Cities area by eliminating 
the present restrictive intercity toll 
charge, and, in a sense, consolidate 
Minneapolis and Saint Paul into a 
metropolitan service area.” 

Upon examination by counsel for 
the commission, Mr. Lindeman further 
testified that the company had been 
studying a service plan for quite some 
time and that the results of these 
studies would soon be available. In 
view of this testimony, the company 
was directed to supply the details of its 
study as soon as it was completed and 
these have since been furnished to the 
commission. 

The details submitted by the com- 
pany provide for elimination of the 
present toll charge between the cities of 
Minneapolis and Saint Paul and the 
introduction of a new Twin Cities 
service plan. Under this plan the 590 
square miles of area presently served 
by the Minneapolis and Saint Paul ex- 
changes would be divided into two 
“primary” areas and a number of “sub- 
urban” areas. 

The two primary areas are those 
roughly bounded by the city limits of 
Minneapolis and those bounded by the 
city limits of Saint Paul. These pri- 
mary areas include about 88 per cent 
of the 494,000 telephones served by the 
Minneapolis and Saint Paul exchang- 
es. Under this plan, subscribers in the 
two primary areas of Saint Paul and 
Minneapolis will be able to call and be 
called by all of the telephones in the 
entire Twin City area presently served 
by the Minneapolis and Saint Paul 
central offices. 

The remaining outlying territory in 
the Twin Cities area is divided into 
suburban areas whose boundaries have 
been drawn to recognized general com- 
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munities of interest. Subscribers re- 
siding in any of these suburban areas 
will be able to call, without extra 
charge, all of the telephones in the two 
primary areas of Saint Paul and Min- 
neapolis as well as the telephones lo- 
cated in the suburban areas adjacent 
to the area in which they are located. 
Calls between telephones located in 
nonadjacent suburban areas, where 
there is very slight community of inter- 
est, would be charged for on a message 
unit basis in multiples of 5 cents, de- 
pending upon the distance between 
these areas, with a minimum charge of 
10 cents applying, the charge to be ap- 
plied on a per connection basis with 
no limitation as to length of conversa- 
tion. According to company studies 
this plan will place 99 per cent of the 
present intercity traffic on a local call- 
ing, noncharged basis. 

Another feature of this pian is that 
of establishing a toll measuring point 
centrally located in each of the areas so 
that short-haul toll calls between tele- 
phones in the Twin Cities area and 
telephones outside this area will more 
nearly reflect the actual distance be- 
tween telephones involved. We regard 
this as very desirable since telephone 
users, particularly in outlying sections, 
now pay for long-distance calls from 
a toll measuring point located in the 
Midway section. Such a change as 
this will reduce the toll charges for 
most of the calls between each of the 
suburban areas and near-by towns out- 
side of the metropolitan area with 
which there is much community of in- 
terest. In many instances there will 
be a further reduction because the 15 
per cent federal excise tax will apply 
rather than the 25 per cent tax. For 
example, in the specific instance of a 


2 PUR 3d 





MINNESOTA RAILROAD AND WAREHOUSE COMMISSION 


toll call between one of the suburban 
areas and a near-by exchange, between 
which there is considerable communi- 
cation, the present cost is 25 cents plus 
a federal excise tax of 25 per cent or a 
total of 31 cents. Under this plan, as 
we have described it, the toll mileage 
would be reduced to the point that this 
call would cost 15 cents plus a federal 
excise tax of 15 per cent, or a total of 
17 cents. 

The commission has been particular- 
ly interested for some time in the local 
telephone service problems in the Twin 
Cities area. Our objective has been 
one of finding the means of eliminating 
the present restrictive toll charge be- 
tween the two cities as well as gener- 
ally increasing the value of service to 
telephone users in the Twin Cities 
area. We believe that the economic 
and social life of the two cities is so 
closely and extensively allied that 
communication obstacles should be re- 
moved. 

The commission is strongly of the 
opinion that this plan is in the public’s 
interest. We believe the time has ar- 
rived for the company to proceed im- 
mediately to make the necessary in- 
stallation to put the service plan into 
operation. Under these circumstances 
the commission will order the company 
to proceed with plans for the consum- 
mation of a Twin Cities metropolitan 
area service plan, as outlined in this 
order, and to make such service opera- 
tive prior to December 31, 1954, sub- 
ject, however, to delays caused by 
casualties, strikes, war, or other con- 
ditions beyond the company’s control, 
and to offer the new service to its cus- 
tomers at the basic monthly rates 
approved by this order. 

We recognize that the company will 
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be faced with revenue losses and with 
a substantial amount of new invest- 
ments but this will be offset in part, 
at least, by expense savings. We are 
confident that the company can still 
earn within the range of a reasonable 
return. Any sacrifice made by the 
company will be temporary and fully 
justified in view of the long-range 
benefits which will accrue to its opera- 
tions as well as by the substantial im- 
provement in the value of service and 
satisfaction to the customers in the 
Twin Cities area. 


Service 


As of September 30, 1953, the com- 
pany had unfilled applications for tele- 
phone service of 4,321. There were 
also on file 26,000 applications for 
higher grades of service. It is the 
obligation of the company to furnish 
service to the public as the public de- 
mands it and of the grade of service 
demanded. The commission, in a pre- 
vious order, stated: 


“The inability of people in this state 
to get telephone service or the class of 
service they need is serious since it 
adversely affects their home lives, 
business affairs, and state of mind. 
Adequate telephone service is more 
essential than ever by reason of na- 
tional and civil defense. It is the com- 
mission’s position that it is allowing 
the company reasonable earnings in 
this proceeding and that the company 
must, to the full extent that material 
and man-power are available, render 
service to everyone in its territory who 
desires it. Accordingly, the company 
is required to make quarterly reports 
to the commission of the number of un- 
filled applications for new service and 
for higher grades of service as well as 
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the amounts expended for expansion 
and improvement. This is not to say 
that the company has been delinquent 
in its obligations. It is the commis- 
sion’s intention, however, to do every- 
thing in its power to see that good tele- 
phone service is made available to the 
fullest extent possible.” 

The company is directed to continue 
these reports and it is the commission’s 
hope that all of its unfilled applications 
for new service will be taken care of 
during the year of 1954. 


Federal Excise Taxes 


The commission, in its previous or- 
ders, has called attention to the heavy 
excise taxes levied by the federal gov- 
ernment on telephone users. We de- 
sire again to emphasize that the tele- 
phone is an absolute necessity to a 
great many people and that in spite 
of that, in many instances, it is carry- 
ing a tax that is much larger than the 
tax levied upon articles that are mere 
luxuries. Where the commission finds 
it necessary to increase rates so that 
the telephone company may carry on 
its business and furnish the service de- 
manded by the people, at the same time 
it must increase the tax obligation of 
every telephone subscriber. The Na- 
tional Association of Railroad and 
Utilities Commissioners has declared 
these taxes to be discriminatory 
against telephone users and grossly 
unfair. 


Rates Authorized 


The company has requested rates 
that would produce additional gross 
revenue of $3,910,259. In analyzing 
the figures of the company and apply- 
ing the rate of return found by the 
commission as reasonable, it is the 
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opinion of the commission that the 
sum of $3,405,000 in additional gross 
revenues annually will produce a sufh- 
cient return to the company. Taxes 
will absorb $1,898,079 of said amount 
leaving a balance of $1,506,921. From 
this balance there will be deducted such 
items as uncollectibles and _ licensee 
fees, leaving a net of $1,467,171 avail- 
able as an increase to the net return 
of the company. 

Appendix “A,” which is attached 
hereto and made a part hereof [omit- 
ted herein], shows the exchange and 
toll rates approved by the commission. 
We find that these rates are fair and 
reasonable and that they will provide 
the additional revenues allowed. The 
company shall file with the commission 
a complete schedule of rates as estab- 
lished by this order and the same shall 
become effective on billing dates com- 
mencing February 1, 1954, provided 
the same are approved by the staff of 
the commission prior to that date. 

[4] During the course of the pro- 
ceedings, some question was raised as 
to the reasonableness of local service 
rates in Group H which includes the 


MINNESOTA RAILROAD AND WAREHOUSE COMMISSION 


Minneapolis and Saint Paul exchang- 
es. While the commission cannot and 
has not relied upon evidence of rates 
charged in exchanges outside the state, 
it may be a matter of public interest 
to know that the exchange rates pre- 
scribed in this order for Group H are 
lower than the average of those pres- 
ently in effect in all the twenty-seven 
cities in the United States comparable 
to Minneapolis and Saint Paul. To 
illustrate, the average business one- 
party rate existing in these twenty- 
seven exchanges is $15.21 per month, 
it is $5.57 per month for residence one- 
party, $4.55 for residence 2-party, 
and $3.69 for residence 4-party serv- 
ice. So far as residence service is 
concerned, the Group H_ exchange 
rates are among the lowest rates in the 
entire country for exchanges of com- 
parable size. 

It is therefore concluded: 

That the present exchange and 
toll service rates are not just, fair, and 
reasonable, and are not sufficient to 
yield a reasonable return on the fair 
value of the company’s property. 
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A FEDERAL POWER COMMISSION 


| Re Treatment of Federal Income Taxes As 
Affected by Accelerated Amortization 


Opinion No. 264, Docket No. R-126 
December 4, 1953 


oo to consider rules respecting the treatment of 
federal income taxes for rate making where a fast tax write- 
off is permitted by the Internal Revenue Bureau; rules adopted. 


Rates, § 147 — Cost of service — Tax savings. 

1. A company obtaining a certificate from the Internal Revenue Bureau, 
permitting depreciation of defense facilities over a 5-year period instead of 
the normal life of the property, should not be required to reduce rates during 
the amortization period because of the substantial reductions in income tax 
which would result, since Congress did not forgive, but merely deferred, the 
taxes and did not intend that its “rapid amortization” regulation would 
result in a cash donation to the particular persons who happened to be 
customers during the 5-year period, p. 42. 


Rates, § 13 — Commission obligations — Recognition of defense certificates. 
2. The Federal Power Commission, in determining reasonable rates for com- 
panies which have received certificates of necessity from the Internal Reve- 
nue Bureau permitting the accelerated amortization of defense facilities, 
must recognize and accept the certificates which have been issued by the 
agencies charged with that responsibility, and carry out the intent of Con- 
gress in regard to such certificates, p. 43. 


Expenses, § 114 — Income taxes — Possibility of future reduction. 
3. The Federal Power Commission will not predict or speculate on future 
income tax reductions in so far as such reductions would bear on the rates 
of a utility enjoying the benefits of an accelerated amortization certificate 
issued by the Internal Revenue Bureau, p. 44. 


Valuation, § 192.1 — Cash saving from accelerated amortization. 


4. A company should be permitted to earn a return on temporary cash 
savings, accruing during the 5-year period of accelerated depreciation of its 
facilities, when such savings are invested in used and useful plant, not- 
withstanding a contention that these savings are equivalent to customer 
contributions which should be charged to the depreciation reserve and there- 
i by deducted from the company’s rate base, since the customers of the utility 
4 have not made the cash available and since the deferred taxes are not deprecia- 
5 tion and should not arbitrarily be labeled as such in order to prevent a certifi- 
| cate holder from receiving what the government has decided to give it, p. 





Commissions, § 17 — Limitations on jurisdiction. 

5. The Federal Power Commission is an agency of Congress created to 
e perform legislative functions delegated to it by Congress and is without 
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power to substitute its judgment for that of Congress or to nullify a clear 
expression of congressional intent by administrative action, p. 44. 


Depreciation, § 26.1 — Annual charge — Effect of accelerated amortization for 


tax purposes. 


6. The annual depreciation charge of a utility, enjoying the advartages of 
an accelerated amortization certificate issued by the Internal Revenue Bureau, 
will be related to the service life of the facility being depreciated, since there 
is no obligation on the part of a regulatory agency or a utility to use the same 
depreciation methods for rate making as are used for computing income 


taxes, p. 45. 


Expenses, § 114 — Deferred income taxes — Commission action. 
Statement that the Federal Power Commission will take all necessary steps 
to insure that provision is made for meeting the deferred tax liability of a 
utility enjoying the advantages of accelerated depreciation of defense facilities 
and to be sure that the deferred taxes are not used directly or indirectly for 
the payment of dividends but are used for the purpose intended, namely, to 
aid in the construction of the emergency facilities, p. 45. 


(Doty, Commissioner, dissents.) 


By the Commission: The com- 
mission heretofore issued notice of 
Proposed Rule Making to consider 
what rules, if any, should be promul- 
gated with respect to the treatment of 
federal income taxes for accounting 
or rate-making purposes, or both, un- 
der either the Natural Gas Act or the 
Federal Power Act, or both, in view 
of the accelerated amortization of the 
cost of certain facilities permitted un- 
der § 124A of the Internal Revenue 
Code, 26 USCA § 124A. 

Arguments were held on March 18 
and on October 16, 1953. This opin- 
ion will deal only with the rate-making 
aspect of the problem, and the account- 
ing phase thereof will be dealt with at 
a later date. There are a number of 
natural gas companies which have re- 
ceived certificates of necessity for rapid 
amortization which are entitled to 
know how this commission will treat 
these certificates in making rates. For 
this reason, this commission is hereby 
announcing its policies in this regard. 


2 PUR 3d 





42 


What is said herein will, of course, 
have equal applicability to the inter- 
state sales for resale of electric public 
utilities subject to our jurisdiction, 
where all or a portion of the facilities 
which produce the energy thus sold 
have been constructed pursuant to such 
a certificate. Since these interstate 
sales for resale of electricity are minor 
in comparison to the volume of intra- 
state and retail sales, we recognize that 
the impact of our policies, enunciated 
herein, on electric public utilities is 
negligible, but that fact does not dimin- 
ish or alter in any way the degree of 
our responsibility to the customers of 
the electric industry, and to the in- 
dustry itself. 

Nevertheless we realize that the 
electric public utilities are governed 
almost wholly in this regard by state 
commissions. Twenty of the twenty- 
one commissions which have acted 
have adopted positions consistent with 
the principles we are now enunciating. 

[1] The accelerated amortization 
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authorized by § 124A of the Internal 
Revenue Code was carried in § 218 
of the Revenue Act of 1950. When 
the Senate Committee on Finance 
reported the bill, it recommended the 
insertion of § 218 in the House bill, 
which did not contain a similar pro- 
vision. Section 124A was said by the 
Senate Committee to have the same 
basic objectives as § 124 of the Code 
which related to the amortization of 
emergency facilities during World 
War II. The former § 124 of the 
Code having been made applicable to 
certified emergency facilities con- 
structed by utility companies, as well 
as others, and the new § 124A having 
the same jurisdictional language and 
the same basic objectives, the new sec- 
tion, of course, is applicable to electric 
public utilities and natural gas com- 
panies and we have no alternative but 
to construe it so. In fact, no one who 
argued before us disputed this point. 

Under the accelerated amortization 
provision of § 124A, any taxpayer who 
has received a certificate of necessity 
issued by the proper defense agency 
for the construction of an emergency 
facility may elect to take a deduction 
from gross income over a period of 
sixty months for the amortization of 
a specified percentage of the cost of 
such emergency facilities in lieu of 
equal annual deductions for exhaus- 
tion, wear and tear, and obsolescence 
during the estimated life of the facil- 
ities. Congress sought by this accel- 
erated amortization provision to en- 
courage the construction with private 
capital of those facilities which were 
deemed of sufficient value to the na- 
tional defense to warrant the issuance 
of a certificate of necessity. 


Thus, the recipient of a certificate of 
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necessity obtains substantial deduc- 
tions against net income for income 
tax purposes during each of the first 
five years, and much smaller deduc- 
tions therefrom during the remainder 
of the normal amortization period. If 
the income tax rates remained the same 
during the entire life of the facilities, 
the same amount of taxes ultimately 
would be paid under either accelerated 
or normal amortization. By the en- 
actment of this law, Congress did not 
forgive the payment of any income 
taxes; it merely allowed payment of 
some of them to be deferred. This 
has the precise effect of a grant by 
our government to a certificate holder 
of an interest-free loan. 

Although all parties concede that 
certificates of necessity issued to elec- 
tric public utilities and natural gas 
companies are perfectly valid and law- 
ful, it has been strenuously argued that 
this commission should nullify them 
by reducing the rates of such compa- 
nies during the 5-year period of rapid 
amortization and thereby pass on to 
the customers of such companies the 
money which otherwise would inure 
to these companies by reason of their 
being permitted to defer payment of a 
portion of their income taxes. 

The answer to this contention is 
that Congress obviously did not intend 
to make cash donations to the par- 
ticular persons who happen to be, dur- 
ing the 5-year period of accelerated 
amortization, the customers of the 
particular utilities which have received 
certificates of necessity. Such a re- 
sult would be inconsistent with the 
effort of Congress to aid our national 
defense. 

[2] It has been argued that some 
certificates were improvidently issued, 
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and that we should for that reason pre- 
vent the holders thereof from receiving 
any benefit therefrom. While we have 
some question regarding the issuance 
of such certificates for property obvi- 
ously having long-term usefulness, 
nevertheless we cannot usurp the au- 
thority or veto the acts of another 
agency of the government. We accept 
the responsibility to abide by § 124A 
of the Internal Revenue Code and will, 
to the best of our ability, carry out 
the intent of Congress in our treat- 
ment of certificates of necessity issued 
thereunder. We have not been given, 
and- consequently cannot accept, any 
authority or responsibility for the is- 
suance of any such certificates of neces- 
‘sity, and must recognize and accept 
those which have been issued by the 
agencies charged with that responsibil- 
ity. 

[3] Another contention which has 
been made is that income tax rates 
probably will be reduced in the future, 
and consequently certificate holders 
will receive an undue advantage by 
having unusually large deductions 
from income taxes during a period of 
high taxes, which will not be fully 
offset by the smaller subsequent deduc- 
tions, if taxes are then lower. Wecan- 
not predict and should not speculate 
on future income tax rates. Congress 
undoubtedly was aware of the pos- 
sibility of income taxes being reduced. 
Nevertheless it enacted this legisla- 
tion. We have no power to enact dif- 
ferent legislation. 

[4] Still another contention which 
was advanced was that the amount 
of temporary cash savings which 
would accrue during the 5-year period 
of accelerated amortization should be 
charged to the depreciation reserve 
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and thereby deducted from the rate 
base of the utility on the theory that 
it is equivalent to customers’ con- 
tributions, and therefore the utility 
should not be allowed to earn on these 
amounts. 

This argument is fallacious. The 
particular customers of a particular 
utility have not made this cash tem- 
porarily available to the utility. 

The customers are not called upon 
to do anything more or different than 
they are now doing. They will pay 
the same rates, no more, no less. They 
neither lend nor give their money to 
the utility. Their position is the same 
with accelerated amortization as it is 
without it. It is the other two parties 
to the transaction who change their 
position—the United States Govern- 
ment and the utility. The United 
States Treasury will not receive, in 
the 5-year period, money which it 
otherwise would have received, and the 
utility will have the money which the 
Treasury does not have during that 
period. Thereafter, the utility starts 
paying the money back to the Treas- 
ury. No contribution is made by the 
customers or by anyone else. 

The proposal to charge the tempo- 
rary tax savings, during the 5-year 
period, to the depreciation reserve is 
clearly a device to reach a compromise, 
which will allow the certificate holder 
to receive some but not all the benefits 
Congress intended. Deferred taxes are 
not depreciation and should not arbi- 
trarily be labeled as such in order to 
prevent a certificate holder from re- 
ceiving what our government has given 
him. 

[5] This commission is an agency 
of Congress created to perform cer- 
tain legislative functions which Con- 
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gress has delegated to us. We havea 
legal and moral obligation to abide by 
and execute the laws of Congress. 
This obligation does not permit us to 
substitute our judgment for that of 
the Congress or nullify the clear con- 
gressional intent by administrative 
action. 

Much has been said concerning the 
extent of the benefits conferred by the 
issuance of these certificates and the 
advantages of the use of money without 
payment of interest thereon. This is 
wholly immaterial to the question now 
before the commission. The law and 
the principle involved is the same 
whether one certificate for a small 
amount has been issued, or whether a 
thousand certificates for large amounts 
have been issued. 

In a number of cases, the investment 
made by a certificate holder in reliance 
on his certificate has been a major 
fraction of his previous total invest- 
ment. All the plans suggested in these 
hearings to deprive the certificate 
holder of the benefit of his certificate 
would in some cases very probably 
place the certificate holder in a posi- 
tion where he could not meet his cur- 
rent obligations to creditors or share- 
holders. Such an eventuality would 
result either in serious impairment or 
abandonment of service and would not 
be in the public interest. 

[6] It appears essential to continue 
the depreciation policies which we have 
heretofore followed; namely, to relate 
the annual depreciation charge to the 
service life of the facility being depre- 
ciated. As applied to an emergency 
facility subject in whole or in part to 
accelerated amortization, the fact that 
temporary tax savings may be realized 
by the company through § 124A 


should not affect the annual charge 
for depreciation for rate-making pur- 
poses. 

Not infrequently, the depreciation 
methods allowed and recognized by a 
regulatory agency are not the same as 
those used by the utility for computing 
income taxes. We will recognize 
normal depreciation where a public 
utility or natural gas company has the 
privilege of accelerated amortization 
under § 124A of the Internal Revenue 
Code. We will use all safeguards at 
our command to insure that the rate- 
payer is protected from bearing any 
burden greater than normal deprecia- 
tion after the period of accelerated 
amortization has expired. It has been 
contended that this is a difficult task 
and creates an unwieldy situation. 
Even if this were true, it is no reason 
to refuse to perform the duty. 

While it is clear to us that Congress, 
by the enactment of this law, did not 
intend to make gifts to the customers 
of the public utilities and natural gas 
companies which received certificates, 
it is equally clear that Congress did 
not intend to provide a temporary fund 
to these companies which could be di- 
verted to the payment of dividends to 
their shareholders. Since the posses- 
sion of necessity certificates is essen- 
tially a deferment of tax liability, the 
accruals for taxes in excess of those 
actually paid should logically be 
treated, not as free and unrestricted 
income, but earmarked to provide for 
the future meeting of such liability. 

Consequently, we will take all steps 
necessary to insure that provision is 
made for meeting the deferred tax 
liability and the temporary savings 
produced by the deferral of taxes are 
not used, directly or indirectly, for 
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the payment of dividends, but are used 
for the purpose intended; namely, to 
aid in the construction of the facilities 
described in the certificate which were 
deemed by our government to be nec- 
essary to the national defense. 

We will treat accelerated amortiza- 
tion in accordance with the principles 
stated herein, in rate cases which come 
to us which have that factor in them. 
As stated above, the accounting treat- 
ment will be dealt with later. 


Doty, Commissioner, dissenting: 
I dissent from the action of my asso- 
ciates in their decision in the above- 
mentioned docket. In my opinion the 
decision will require ratepayers to pay 
far more than a fair return for utility 
services, contrary to a long line of 
precedents established by this commis- 
sion which have been upheld by the 
courts. The decision will give utilities 
returns in excess of those necessary to 
render adequate service and to attract 
capital for proper expansion of facil- 
ities ; it will impose unjust burdens on 
consumers equal to these excessive 
returns; it will unnecessarily compli- 
cate the regulatory process. 


The Problem 


Congress, during World War II 
and the present cold war period, au- 
thorized special income tax deductions 
with respect to emergency facilities. 
The present law, § 124A of the In- 
ternal Revenue Code (Revenue Act of 
1950), is patterned after former § 124 
(Revenue Act of 1940)—so much so 
that we must look to the latter for the 
legislative history of the former. 

Under the law, specified agencies 
of the federal government are em- 
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powered to issue certificates of neces- 
sity authorizing the cost, or a certain 
proportion of the cost,’ of emergency 
facilities to be taken as an income tax 
deduction over a period of sixty 
months, even though such facilities 
have a much longer service life when 
acquired for normal peacetime pur- 
suits. 


It is evident that many of the util- 
ity facilities certificated will have a 
life in service considerably beyond the 
sixty months’ amortization period. 
For example, some facilities licensed 
by this commission and for which 
accelerated amortization certificates 
have been issued will probably give 
service in the neighborhood of 100 
years. By accelerating the deprecia- 
tion deduction consequential savings 
in taxes will be realized in the amor- 
tization period. 

After the amortization period has 
ended, the accelerated depreciation de- 
duction will cease for tax purposes. 
Inasmuch as under the tax laws only 
100 per cent of the cost of depreciable 
property may ultimately be recovered 
as depreciation expense, it is likely 
that annual depreciation expense sub- 
sequent to the amortization period, 
will be less than that normally allow- 
able because of the previous accelera- 
tion as to part of the cost. 


The conflict between accelerated 
depreciation and normal depreciation, 
with attendant tax savings in 
the amortization period, has created 
a very serious regulatory problem. 
The majority of the commission seek 
to solve this problem by permitting the 
recovery from ratepayers in the 
amortization period of amounts which 





1Jt appears that about 45 per cent of total 
cost of emergency facilities of gas and electric 
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companies has been certified for allowance as 
accelerated depreciation. 
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would have been payable as income 
taxes had the special accelerated depre- 
ciation deduction not been allowed. In 
other words, they would not, in fixing 
rates, give effect to the tax savings 
during this period, but, rather, would 
treat such tax savings as tax expense, 
with offsetting credits to some kind 
of a special reserve. In the post- 
amortization period they probably 
would not allow the actual income 
taxes payable on the business for each 
year, but instead would allow only 
the actual taxes reduced by a credit 
resulting from the allowance of more 
than actual taxes in the prior amortiza- 
tion period. 

The amounts which the utility will 
thus collect under the guise of taxes 
payable to the government over some 
25 to 100 years after the close of the 
auortization period will be available 
tu the utility for its ordinary capital 
uceds. The amount recouped as taxes 
will be substantially in excess of the 
actual taxes payable for a long period 
in the future and the excess could be 
used to pay off pro tanto securities is- 
sued to finance the emergency facili- 
ties or to purchase other facilities, the 
cost of which would then be included 
in the rate base. Unfortunately, un- 
der the decision of the majority in this 
case, the consumers will not in any 
manner whatsoever receive any credit 
for these large payments which, as 
noted above, can readily be used for 
capital purposes. 

The majority base their conclusions 
on what they believe to be the inten- 
tion of Congress. In my opinion they 
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have seriously misinterpreted that in- 
tention. 

The general intention of Congress, 
as I will later show, was to allow rapid 
recovery of the investment or part 
thereof in facilities which have a 
doubtful economic life at the end of the 
emergency period. The intention of 
Congress, therefore, may best be car- 
ried out if we recognized accelerated 
depreciation in the fixing of rates. 
This would permit, at least in part, the 
rapid recovery of the investment.* 

It is well established that when util- 
ity customers pay for the cost of plant, 
which they do through the deprecia- 
tion allowance, they are given credit 
for such payments through the deduc- 
tion of the resulting depreciation re- 
serve in the computation of the rate 
base. The Federal Power Commis- 
sion was successful in having the Su- 
preme Court of the United States ap- 
prove this principle in the Hope Case.® 

As to the amount of accelerated de- 
preciation to be allowed in rate cases, 
at the present time I would allow an 
amount equal to the tax savings in the 
amortization period which is all that is 
claimed as additional expense at this 
time. I would not close my eyes, 
however, to claims for larger amounts 
upon a proper presentation as to proba- 
ble economic loss during the amortiza- 
tion period. 


Legislative History 


The legislative history of § 124A of 
the Internal Revenue Code, 26 USCA 
§ 124A, is meager; we must look to 
its predecessor, § 124 (2d Revenue 





2 This would also avoid the sudden changes 
in rates consistent with the aims of those who 
advocate “normalizing” income taxes. During 
the amortization period depreciation expense 
would be increased whereas taxes would de- 
crease. In the post-amortization period in- 


come taxes would presumably increase where- 
as depreciation expense would decrease because 
of cessation of accelerated depreciation. 

8 Federal Power Commission v. Hope Nat. 
Gas Co. (1944) 320 US 591, 88 L ed 333, 
51 PUR NS 193, 64 S Ct 281. 
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Act of 1940), to ascertain its purposes. 
The then Assistant Secretary of the 
Treasury, Mr. John L. Sullivan, testi- 
fied in support of the original measure 
as follows: 

“The agencies of the government 
charged with the duty of letting con- 
tracts for national defense orders have 
brought to the attention of the Treas- 
ury an aspect of the present income 
tax law on which they have requested 
revision. I refer to the provisions for 
depreciation Under the ex- 
isting law the taxpayer is permitted 
to spread the cost of his depreciable as- 
sets over their expected life 
[However ] in those cases in 
which the plant and equipment will 
have little or no use after the comple- 
tion of the defense program, the rate 
of depreciation must be increased if 
the manufacturer is to have the oppor- 
tunity of charging the cost against in- 
come during the period of emergency. 
Such accelerated depreciation or amor- 
tization cannot be allowed under ex- 
isting law. The advisory commission 
to the council on national defense, and 
the War and Navy Departments, have 
informed the Treasury Department 
that the inability of manufacturers to 
secure special amortization allowance 
is impeding the letting of defense con- 
tracts. Because of this situation the 
Treasury recommended to the sub- 
committee that provision be made by 
law for special amortization of the cost 
of new plant and equipment necessary 
to the defense inte" over a period 
of five years, 7 

The position of the industry as was 
well explained by the Boston Cham- 
ber of Commerce: 
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“It is therefore universally recog- 
nized that there must be some means 
provided by which the cost of the ex- 
pansion of plants for defense purposes 
may be deducted from gross income 
for tax purposes if the facilities thus 
provided cease to be useful when the 
present emergency passes. The best 
method is to allow a deduction from 
gross income similar to the deduction 
now allowed for depreciation, obsoles- 
cence, or destruction by flood, fire, 
or other calamity of capital assets, 
under the heading of amortization of 
defense facilities.’”® 

Thus it was recognized that defense 
facilities might cease to have useful- 
ness or at least experience diminished 
usefulness at the end of the emergency 
period, hence it was necessary, in order 
to attract capital, to permit the rapid 
recovery of the investment, or a sub- 
stantial part thereof, during such emer- 
gency period. 

This is made abundantly clear by 
the Committee on Expenditures in the 
Executive Departments in a report to 
Congress in 1951: 

“When it is said that certificates 
of necessity were intended as an ‘in- 
centive’ to private capital to build de- 
fense plants, all that properly means is 
that private enterprise would naturally 
be reluctant to invest in a war or 
emergency facility unless assured by 
a certificate of necessity that cognizance 
will be accorded by the government to 
the probability that the facility will 
have a comparatively short economic 
life.’”® 


And— 
“This subcommittee believes the 





4 Joint Hearings, Committee on Ways and 
Means, H. of Rep. and Senate Committee on 


Finance, 76th Cong. 3rd Sess. 
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major factors controlling the percent- 
age of the certificate should be the 
proper economic usefulness of the fa- 
cility for other than defense purposes 
after five years = 

The testimony of officials charged 
with the responsibility of issuing cer- 
tificates of necessity shows that they 
considered accelerated depreciation al- 
lowances as their best estimates of the 
economic depreciation which would 
likely occur during the emergency pe- 
riod : 

“I should say that it is largely the 
control; namely, what is in our best 
judgment or estimate of the profitable 
usefulness of the facility after the emer- 
gency period. I do appreciate that it 
is impossible to do that with mathe- 
matical precision.”* 


“Mr. Casey: Is it not true that 
certificates of necessity were originally 
designed to cover the economic depre- 
ciation of the facility during the 5-year 
period as distinguished from physical 
depreciation? 

“Mr. Creedon: I believe that is cor- 
rect, yes sir.’”® 


“Mr. Casey: In other words, under 
the practice and procedure at present 
where a percentage is fixed in the 
amount of 85 per cent for a steel com- 
pany, that logically should represent a 
determination in advance and as cor- 
rectly as possible under the circum- 
stances that the facility will be 85 per 
cent depreciated economically at the 
end of the 5-year period? 
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“Mr. Kirby: Yes; that is right.” 

Therefore, the basic purpose of ac- 
celerated depreciation is to permit the 
rapid recovery, in whole or in part, of 
investments which might be in jeop- 
ardy (and, therefore, unattractive to 
investors) under normal depreciation 
practices. 

I accept without qualification the 
purpose of § 124A as shown by the 
legislative history. I accept, of 
course, the action of the appropriate 
defense agency officials in issuing cer- 
tificates of necessity to companies sub- 
ject to this commission’s jurisdiction. 
I agree with my associates that it is 
not for this commission to inquire 
into the reasonableness of their ac- 
tion. Our job, as far as is pertinent 
here, is the regulation of public utility 
rates—we take over in this matter 
where the defense agencies leave off. 


Treatment of Accelerated Depreciation 
In Rate Cases 


In the treatment of accelerated de- 
preciation for rate-making purposes, 
we start with the knowledge that duly 
constituted agencies of the federal 
government have found that certain fa- 
cilities are so closely identified with 
the national emergency as to require 
special depreciation allowances. I 
would, therefore, allow accelerated de- 
preciation (in the amount of tax sav- 
ings) in the computation of rates as 
well as for the purpose of accounting. 

My associates apparently would not 
allow additional depreciation expense 
but instead would adjust the actual in- 
come tax expense upward by the 





7 House Report, supra, p. 3. 

8 Hearings into the Policies, Procedures, 
and Program Involving Granting of Certifi- 
cates of Necessity and Loans, 82nd Congress, 
Ist Session, p. 301, testimony of Frank H 
Creedon, Assistant Administrator, Facilities 
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Construction Bureau, National Production 
Authority. 

8 Supra, pp. 301, 302. Mr. Casey was Coun- 
sel for the Subcommittee. 

10 Supra, p. 341, Vance N. Kirby, Tax 


Legislative Counsel, Treasury Department. 
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amount of the tax savings due to the 
allowance of accelerated depreciation 
for income tax purposes. In the post- 
amortization period, I presume income 
taxes would be adjusted downward. 
In other words, they reverse the 
process; they deny accelerated depre- 
ciation and proclaim accelerated taxes. 

This procedure is erroneous, in my 
opinion, in at least four respects: (1) 
it does not conform to congressional 
intent, i.e., the allowance of acceler- 
ated depreciation; (2) it results in 
overstatement of income taxes for five 
years and understatement of such 
taxes: for many years thereafter; (3) 
it is unwieldy; and (4) it fails com- 
pletely to compensate the ratepayer 
for his contribution to the capital of 
the utility. 

I have already discussed (1) above. 
As to the second point, the allowance 
of more income taxes than are legally 
due on the income for the 60-month 
period—more taxes than are lawfully 
accessible—is not sound. This com- 
mission has held on several occasions 
that it will allow only actual taxes in 
the computation of rates and the pres- 
ent decision is, therefore, a departure 
from well-reasoned precedent.” 

True, my associates imply that they 
will offset the allowance of more than 
actual taxes during the 5-year amorti- 
zation period by the allowance of less 
than actual taxes during the post- 
emergency period. Of course, this pro- 
posal involves a great deal of specula- 
tion. Questions of future tax struc- 
ture and tax rates affect the equities 
of the proposition. Moreover, the al- 
lowance of less than actual taxes, even 
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though to offset excessive allowances 
in previous years, is a poor regulatory 
device. A large element of confusion 
is unnecessarily introduced into regu- 
lation by this approach including, 
among other things, the question of 
law as to the authority to require a 
utility to charge rates which will not 
allow full recovery of actual taxes. 

The method sanctioned by my asso- 
ciates is unwieldy at best. If the tax 
credits are to be made over the re- 
maining life of the property, then tax 
adjustments in the case of some hydro- 
electric projects will be made for 100 
years. Of course, the adjustments will 
never be made for this long period— 
the proposal will be abandoned because 
of its impracticality long before the 
end of the service life of the property. 
On the other hand, if a rough period 
of, say, twenty-five to thirty years is 
taken as the period during which tax 
credits must be imposed, this is an ar- 
bitrary determination resting solely on 
expediency, which likewise is a poor 
regulatory standard. This latter pro- 
cedure departs from the “deferred tax” 
theory and is plain recognition of the 
impracticalities of that theory. 

The annual upward adjustmem of 
income taxes during the accelerated 
depreciation period will be large and 
the annual credits during the much 
longer succeeding period will be much 
smaller. The net effect of this will 
likely be that consumers will stand 
the large bookkeeping increases in ex- 
pense with little chance of getting any 
of the benefit from the small book- 
keeping reductions thereafter. 

More important, however, is that 





11Re United Fuel Gas Co. Docket Nos. 
G-1781, G-2055, Opinion No. 258-A, issued 
November 19, 1953 [modification of Opinion 
No. 258, August 7, 1953, 100 PUR NS 405]: 
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Re Transcontinental Gas Pipe Line Corp., 
Docket No. G-1842, Opinion No. 227, issued 
May 29, 1952, 94 PUR NS 333. 
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the method proposed by my associates 
fails to give the ratepayers any credit 
for their payment of hundreds of mil- 
lions of dollars many years in advance 
of the time when such amounts are 
theoretically due as taxes. Thus un- 
der their method ratepayers in 1954 
will be charged for amounts earmarked 
as income taxes due as late as 1984 
or 2004. Even if such amounts were 
actually prepayments of taxes, the 
ratepayer should be compensated for 
the use of this money by the utility 
for such a long period of time. 

The method I advocate automati- 
cally eliminates any such inequities as 
the foregoing. The same dollars would 
be collected from ratepayers initially, 
but the extra amounts would be 
treated as additional depreciation ex- 
pense in accordance with the underly- 
ing theory of accelerated depreciation. 
These dollars could be used to pay 
off the capital invested in the facili- 
ties or invested in new facilities. As 
the amounts are collected from the 
ratepayer, the investment on which 
the ratepayer pays a return would be 
correspondingly reduced. It has been 
the standard practice of this commis- 
sion almost since the inception of its 
rate regulatory authority to reduce the 
investment base by the depreciation 
allowance. Thus the commission said 
in the Safe Harbor Water Power Cor- 
poration Case: 

“There is no principle or concept of 
regulation, either in law or in fact, re- 
quiring consumers to pay in perpetuity 
a return on the total capital initially 
embarked in the enterprise when such 


capital is periodically returned through 
depreciation charges and in the ab- 
sence of reinvestment of such capital 
in the utility’s operative property. 
Such return of capital terminates the 
consumers’ obligation.” 

The decision of the commission in 
that case was upheld by the United 
States court of appeals for the third 
circuit’’ and certiorari was denied by 
the Supreme Court of the United 
States.’* 

It is interesting to note that since 
the decision of the Supreme Court in 
the Hope Case, supra, most regulatory 
commissions deduct the depreciation 
reserve or its equivalent in the com- 
putation of the rate base.” 

The recognition of accelerated de- 
preciation would accomplish the pur- 
pose of §124A of the Internal 
Revenue Code in that it would permit 
the rapid recovery, at least in part, 
of capital invested in emergency facili- 
ties. This may be shown by the illus- 
tration below in which the following 
assumptions have been made: 

(a) Gross investment $1,000,000, 
of which 60 per cent has been ap- 
proved as subject to accelerated depre- 
ciation ; 

(b) Normal 
years; 

(c) Rate of return, 6 per cent. 

Thus the foregoing illustration 
shows that under the method I propose 
the utility would get back $398,000 as 
depreciation expense in the amortiza- 
tion period. This would permit the 
utility to pay off that amount of se- 
curities and to reduce its capital obli- 


service life, forty 





(1946) 5 FPC 221, 254, 66 PUR NS 212, 
ox (CA3d 1949) 84 PUR NS 344, 179 F2d 


14 (1950) 339 US 957, 94 L ed 1368, 70 S 
Ct 980. 


15 State Commission Jurisdiction and Regu- 
lation of Electric and Gas Utilities, 1948, 
Federal Power Commission, p. 8 
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Net Investment 
at End of 5 Years 
Accelerat- 
Normal De-_ ed De- 
preciation preciation 
Gross Investment .... $1,000,000 $1,000,000 


Depreciation at 24% 
for 5 years 
Acceleration of Depre- 
ciation (tax savings 
associated with 
$600,000 at 52% tax 
rate) 


(125,000) (125,000) 


es ees ea ore (273,000) 
$875,000 $602,000 





Net Investment 


gation to $602,000 at the end of that 
time. Obviously it would then need a 
fair return on only $602,000 to be 
saved whole and any larger allowance 
would constitute an additional benefit 
to the company. 

Under the rule announced by the 
majority the ratepayer would pay 
the same $398,000 but only $125,000 
would be classified as depreciation, the 
balance of $273,000 being classified in 
some special reserve. This latter 
amount could be used to reduce capi- 
tal obligations or to finance expansions 
just as the higher allowance for de- 
preciation could be used. However, 
the majority would give the ratepay- 
ers no credit for this advancement of 
capital. 

When we remember that certificates 
of necessity have been issued to electric 
and gas utilities providing for accel- 
erated amortization of some two bil- 
lion dollars,’® the extent of the benefit 
may be imagined. Suffice it to say that 
on the basis of a 6 per cent return 
and an average life of forty years, 
the additional income to the utility in 
excess of a fair return over the life 
of the property would amount to about 
$491,000 for every million dollars of 
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investment subject to accelerated de- 
preciation. 

The legislative history shows that 
it was the intention not to create such 
a benefit through enaction of § 124A. 
There is not a shred of evidence to 
the effect that utilities were to re- 
ceive more than a fair return by the 
operation of that section. 

It has been stated that the income 
tax saving in the amortization period 
is in effect an interest-free loan from 
the government. I do not so construe 
it. The actual dollars come from cus- 
tomers. The amount has none of the 
characteristics of a loan—due date, 
amount certain, etc. The collection of 
additional taxes commensurate with 
the savings is somewhat speculative, 
depending upon tax rates and tax 
structures many years in the future. 
The government in the past has made 
many loans to assist defense industries 
but the instant amounts are not in 
this category. 

Upon a decision’ of the supreme 
court of Pennsylvania, prepayments 
of income taxes for one year are con- 
sidered advances of working capital. 
The court held it was arbitrary and 
unreasonable not to deduct the 
amounts thereof in computing the 
working capital element of the rate 
base. This principle of law would 
seem to require the deduction from the 
plant element of the rate base, the 
larger “prepayments” required by my 
associates in this proceeding. 

To me, the problem would best be 
handled by the allowance of accelerated 
depreciation expense and the deduc- 
tion of the resulting depreciation re- 
serve from the rate base in the fixing of 





16 Only a small part of this total is involved 
in rates subject to this commission’s jurisdic- 
tion. 
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just and reasonable rates. This allow- 
ance, in my opinion, would conform to 
the principle of the Internal Revenue 
Code, it would permit rapid recovery of 
investment in defense facilities, it 
would treat ratepayers and the utilities 
fairly, and it would avoid the messy 
accounting which, I am sure, will ulti- 
mately be abandoned in the plan ap- 
proved by the majority of this com- 
mission. 

It has been said that the charging of 
tax savings as additional depreciation 
expense would interfere with the or- 
derly calculation of depreciation. I 
do not agree with this view. First of 
all, to the extent that the defense 
facilities have a shorter than normal 
economic life, this fact must be al- 
lowed for. Secondly, we know that 
the depreciation expense at best is 
an estimate. We know that the 
reserves on the books frequently do 
not match the thoretically proper 
reserves. We know, too, that only the 
full cost of depreciable property should 
be recovered as depreciation expense. 
Studies from time to time are neces- 
sary to accomplish this end. Changes 
in rates from time to time are neces- 
sary under any depreciation method. 
Studies of the remaining service life 
where accelerated depreciation is al- 
lowed must be made for income tax 
purposes. Little or no additional 
studies would be necessary for the pur- 
poses of regulation. 


Finally, the method of spreading the 
net investment in plant at any given 
time over the remaining life is an ap- 
proved procedure where sound depre- 
ciation practices have been observed. 
This commission has been using this 
method with respect to depletion al- 
lowances for a great many years. The 
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committee on depreciation of the Na- 
tional Association of Railroad and 
Utilities Commissioners fully sup- 
ports this application of the straight- 
line method. In that committee’s re- 
port for 1950 it says: 

“The aim of depreciation account- 
ing is to spread the cost of plant, less 
net salvage to be realized on retire- 
ment, as equitably as is practicable 
over the service life of the plant. This 
aim is difficult of precise achievement 
because the factors upon which de- 
preciation charges are based will not 
be definitely known until the plant 
has been retired. During the time 
plant is in service, its average service 
life, the salvage expected to be real- 
ized, and the cost of removal expected 
to be incurred are necessarily esti- 
mates. ‘These estimates are subject 
to change from time to time 
as more comprehensive informa- 
tion regarding past experience and 
probable future conditions become 
available. Nevertheless, it is not like- 
ly that the exact amount of deprecia- 
tion expense charges required will 
have been provided unless a procedure 
is established for reconciliation of the 
estimates of depreciation accruals with 
the actualities which develop as the 
years pass by. 

“Such reconciliation can be made by 
application of the remaining life basis 
of depreciation accounting. Under 
this procedure, the cost of plant, less 
net salvage, and less depreciation al- 
ready provided for, is spread over the 
remaining service life of the plant. In 
other words, the undepreciated cost is 
to be provided during the remaining 
period of service of the plant. As 
plant becomes older, estimates of its 
total service life and remaining service 
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life become more accurate, and final net 
salvage may be estimated more close- 
ly. Thus, the remaining life basis 
for all practical purposes assures that 


the actual cost of depreciation will be 
charged during the life of plant.”™ 

For the reasons stated I dissent 
from the action of the majority in 
this proceeding. 





18 Proceedings of the 62nd Annual Conven- 
tion of the National Association of Railroad 


and Utilities Commissioners, Report of the 
Committee on Depreciation, p. 242. 
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General Alarm, Inc. 


Joe B. Underdown et al. 


No. 5692 
— Ariz —, 262 P2d 671 
November 2, 1953 


A PPEAL from decision granting motion to dismiss proceeding 


to enjoin operation of emergency signal and alarm system 
business without certificate of convenience and necessity; affirmed. 


Public utilities, §12 — Tests of public utility character. 
1. To be a public service corporation a company’s business must be such 
as to make rates, charges, and methods of operation a matter of public 
concern, and it must be clothed with a public interest to the extent clearly 
contemplated by the law which subjects it to government control, p. 56. 

Public utilities, § 69 — Emergency signal and alarm system — Protective services. 
2. A company operating an emergency signal and alarm system for trans- 
mission of emergency messages through its equipment to a central office 
for conveyance to public officials is not in the business of sending messages 
to the public but is essentially in a business of property protection for the 
benefit of individual property owners and is not a public service company 
subject to governmental control and requiring a certificate of convenience 
and necessity, p. 56. 


> 


APPEARANCES: Yale McFate, corporation, herein designated plain- 
Phoenix, for appellant; Eli Gorodezky tiff, against appellees Joe B. Under- 
and Walter P. Boyd, Phoenix, for down and Glen D. McMurtry, herein 
appellees. designated defendants. Defendants 
moved for dismissal upon the ground 
that the complaint failed to state a 


Winpes, J.: Complaint was filed 
claim upon which relief could be grant- 


by appellant General Alarm, Inc., a 
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ed. The motion to dismiss was al- 
lowed and final judgment entered for 
the defendants. Plaintiff appeals and 
assigns as error the dismissal of the 
complaint, for the asserted reason that 
the facts stated in the complaint were 
sufficient to show plaintiff to be a pub- 
lic service corporation and entitled to 
the relief sought. 

The allegations of the complaint 
which are essential to test the ruling of 
the trial court are substantially as fol- 
lows: That plaintiff is an Arizona 
corporation and under its articles of 
incorporation is authorized to act as 
a public service corporation ; that pur- 
suant to the application of one R. L. 
Wilson, the Arizona Corporation 
Commission, on May 9, 1950, entered 
an order finding that the public con- 
venience and necessity required the 
installation, maintenance and opera- 
tion of a burglary, fire, and emergency 
signal and alarm system within a radi- 
us of 25 miles from the cities of Phoe- 
nix and Tucson and granted applicant 
a certificate of public convenience and 
necessity authorizing the transmission 
of messages over, through, or in con- 
nection with the operation of a signal 
and alarm system ; that the corporation 
commission on February 23, 1951, au- 
thorized the transfer of said certificate 
to the plaintiff, and the plaintiff has 
succeeded to all rights thereunder and 
is operating said business. It is fur- 
ther alleged that Wilson expended 
large sums of money and much labor 
in the construction of the signal and 
alarm system, secured subscribers to 
the service, and at all times held him- 
self out as ready and willing to serve 
all applicants without discrimination 
at rates on file with the corporation 
commission ; that after plaintiff’s sys- 


tem was installed the defendants pro- 
ceeded, without a certificate of conven- 
ience and necessity from the Arizona 
Corporation Commission, to install a 
similar alarm system in Phoenix and 
are operating in competition with the 
plaintiff and serving some of plaintiff’s 
customers. The complaint prays that 
the defendants be enjoined from oper- 
ating any signal and alarm system 
which incorporates as an integral part 
thereof the transmission of messages 
and be enjoined from the transmission 
of messages over, through, or in con- 
nection with the operation of a signal 
and alarm system. The nature of the 
operation of the system is stated in the 
complaint in the following language: 

ms the transmission of emer- 
gency messages by use of central office 
equipment and connecting wires and 
electric and electronic equipment. That 
in the normal operation of said busi- 
ness, telephonic and electrically coded 
telegraphic messages are transmitted 
by wires and other equipment under 
the control of the central office, from 
the customer’s residence or place of 
business to such central office, where 
such messages are relayed by direct 
telephone or coded telegraphic means, 
over similar transmission lines to the 
fire department, sheriff’s office, city 
police department, or other govern- 
mental agency.” 


It is clear that if the business and the 
methods employed in the operation 
thereof as described in the complaint 
places it in the category of a public 
service corporation requiring a certifi- 
cate of convenience and necessity, 
thereby putting it under the supervi- 
sion and control of the corporation 
commission, the court erred in dis- 
missing the complaint. Likewise, if 
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such business and its methods of oper- 
ation do not so classify it, free compe- 
tition cannot be interfered with and the 
plaintiff would have no cause of action. 
The correct answer to the problem 
thus posed is dependent upon the prop- 
er construction of §§ 2 and 10, Art 15, 
Constitution of Arizona, which so far 
as applicable are as follows: 

“All corporations other than mu- 
nicipal engaged in transmit- 
ting messages or furnishing public tele- 
graph or telephone service, . . . , 
shall be deemed public service corpo- 
rations.” Section 2. 

_—— transmission, 
telegraph, telephone, corpora- 
tions, for the transportation of per- 
sons, or of electricity, messages, water, 
oil, or other property for profit, are 
declared to be common carriers and 
subject to control by law.” Section 
10. 

[1] To be a public service corpora- 
tion, its business and activities must 
be such as to make its rates, charges, 
and methods of operation a matter of 
public concern. It must be, as the 
courts express it, clothed with a public 
interest to the extent clearly contem- 
plated by the law which subjects it to 
governmental control. Free enterprise 
and competition is the general rule. 
Governmental control and legalized 
monopolies are the exception and are 
authorized under our Constitution only 
for that class of business that might 
be characterized as a public service 
enterprise. The theory is that the 
right to public regulation and protec- 
tion outweighs the customary right of 
competition. If the public contact 
with a business is such that its neces- 
sities and convenience can be better 
served through governmental super- 
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vision and controlled monopoly, there- 
by eliminating customary competition, 
the state may exercise its police power 
to that end. Such invasion of private 
right cannot be allowed by implication 
or strained construction. It was never 
contemplated that the definition of 
public service corporations as defined 
by our Constitution be so elastic as to 
fan out and include businesses in 
which the public might be incidentally 
interested or businesses that might in- 
cidentally transmit messages in fur- 
therance of the main object of the 
enterprise that otherwise could not be 
so characterized. The public has some 
interest in all business establishments 
but that interest must be of such a 
nature that competition might lead to 
abuses detrimental to the public inter- 
est. The public interest contemplated 
depends on the nature of the business, 
the means by which it touches the pub- 
lic, and the abuses which may reason- 
ably be anticipated if not controlled. 
Wolff Packing Co. v. Court of Indus- 
trial Relations, 262 US 522, 67 L ed 
1103, PUR1923D 746, 43 S Ct 630, 
27 ALR 1280. Our Constitution 
must and easily can be interpreted in 
harmony with these principles. So 
construed, it is only in the interest 
of the convenience and necessity of the 
public, of the nature and to the degree 
herein stated, that a business may be 
supervised and controlled, rates fixed 
or monopolies granted. 

[2] Our view is that the plaintiff 
cannot qualify as a public service cor- 
poration. The Constitution says it 
must be engaged in sending messages. 
Necessarily, this means it must be in 
the business of sending messages for 
the public. Plaintiff’s business cannot 
within reason be said to be that of 
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sending messages for the public gen- 
erally or any substantial segment 
thereof. Its business is essentially that 
of property protection. Through 
means of the installations described, it 
receives or you might say sends to it- 
self information which in turn it, by 
means of telephone or otherwise, con- 
veys to the public officials. It is essen- 
tially a mechanical watchman. The 
relaying of the information which it 
gains electrically or mechanically is 
not different from messages any 
watchman might relay over the tele- 
phone or otherwise to the police sta- 
tion. One is no more a public service 
than the other. Certainly the public is 
interested in the protection of prop- 
erty but these services are not per- 
formed or the benefit of the public but 
for the benefit of the individual prop- 
erty owners. The transmission of the 
information is merely incidental to the 
operation of the plaintiff’s main busi- 
ness—property protection. 

A similar question was presented to 
the appellate division of the supreme 
court of New York in the case of 
Holmes Electric Protective Co. v. Mc- 
Goldrick (1941) 262 App Div 514, 30 
NYS2d 589, 592. Therein a statute 
imposed an excise tax on utilities, and 
utility was defined as any person sub- 
ject to the supervision of the depart- 
ment of public service or engaged in 
the business of furnishing or selling 
electric, telephone, or telegraph serv- 
ice. The state public service commis- 
sion had theretofore decided it had no 
jurisdiction and the court held that the 
company was not engaged in the busi- 
ness of selling electrical, telephone, or 
telegraph service but was engaged in 
the business of protecting the custom- 
er’s property. The court said: 
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“Analysis of the testimony adduced 
and of the various types of contract 
between petitioner and its customers 
establishes, in our opinion, that peti- 
tioner during the taxable period was 
not engaged in the sale of electric, tele- 
phone or telegraph service within the 
meaning of the tax laws. The electric 
signals transmitted over petitioner’s 
wires are only incidental to the ulti- 
mate contractual purpose between peti- 
tioner and its customers, namely, pro- 
tection of the customer’s premises from 
unauthorized entry. What the cus- 
tomer buys and pays for is not a 
telegraph service. That consists essen- 
tially in the mere transmission of com- 
munications, the service of the tele- 
graph company being completed when 
the message has been transmitted. Pe- 
titioner’s customers were purchasing 
and petitioner was selling what began 
when the electric signals were trans- 
mitted, namely, some form of protec- 
tion of the customers’ premises. 

‘Railroad and subway companies 
use electric signal systems to provide 
safe operation of their trains. Obvi- 
ously, such companies are not engaged 
in telegraphic service for their custom- 
ers, as such term is ordinarily under- 
stood. The customers of such compa- 
nies are buying and the company is 
selling transportation. Here the cus- 
tomers are buying not telegraphic 
service as it is ordinarily understood 
but protection of their premises.” 

By legitimate analogy, plaintiff’s 
customers are not buying messenger 
service but protection of their premises. 

Plaintiff leans heavily on the major- 
ity opinion in Holmes Electric Protec- 
tive Co. v. Williams, 228 NY 407, 
PURI920E 75, 127 NE 315. The 
question presented there is not the 


2 PUR 3d 








ARIZONA SUPREME COURT 


same as that presented here. This case The judgment is affirmed. 


is distinguished in Holmes Electric 

Protective Co. v. McGoldrick, supra, Pec gps i mene La 
and we think it is equally distinguish- _— 8: 
able here. 





NEW JERSEY BOARD OF PUBLIC UTILITY COMMISSIONERS 


Re Commonwealth Water Company 


Docket No. 7638 
January 6, 1954 


PPLICATION by water company for authority to issue bonds, 
A preferred stock, and common stock in exchange for out- 
standing common capital stock; granted. 


Security issues, § 82 — Exchange of common stock — Preservation of voting con- 
trol. 
1. A water company, being authorized to issue bonds and preferred stock, 
was also authorized to issue common stock in exchange for outstanding 
common stock on a four-for-one basis, where the quadrupling of the voting 
power of the corporate holder of the common stock would assure continued 
control by the parent company, p. 59. 


Security issues, § 99 — Debt securities — Debt ratio. 
2. The issuance of debt securities was approved as being reasonable, although 
it would result in a debt capital ratio of 63.9 per cent as against the board’s 
policy normally of an allowable maximum debt capital of no more than 60 
per cent, where there were three classes of securities, where the company’s 
financial position was sound and its earning capacity was more than ample to 
cover the carrying charges of its debt, as well as its required dividends on its 
preferred stock, where a considerable increase in the company’s earning 
capacity was expected to result from the new construction presently planned 
and in progress, and where the increase in equity capital resulting from the 
financing would gradually reduce the ratio of debt capital, p. 59. 

Security issues, § 5 — Redemption provisions. 
3. Provisions in bonds and preferred stocks precluding redemption during 
the first five years were considered reasonable and in the public interest, 
since they protected the holders against any effectual reduction of the 
interest rate during that period, p. 60. 


* 

By the Boarp: Commonwealth 2, 1953, and further amended at pub- 
Water Company, a public utility of lic hearing held on December 21, 1953, 
New Jersey, by application dated Au- requests the Board of Public Utility 
gust 14, 1953, as amended December Commissioners to authorize it: 
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(a) to make, execute, and deliver to 
City Bank Farmers Trust Company, a 
third supplemental indenture, to be 
dated as of December 1, 1953, supple- 
mental to its indenture dated as of 
April 1, 1937; 

(b) to issue thereunder and sell, 
privately, to the purchasers named at 
the hearing, $1,200,000 principal 
amount of its first mortgage bonds, 
44 per cent series D, to be dated De- 
cember 1, 1953 (except registered 
bonds, which are to be dated as pro- 
vided in its original indenture), and 
to be due December 1, 1978, at a price 
equivalent to 100 per cent of their 
principal amount plus accrued interest 
to date of sale; 

(c) to issue and sell, privately, to 
the purchasers named at the hearing, 
9,000 shares of its $100 par value 
cumulative first preferred stock, 54 per 
cent series, total par value $900,000, 
at a price equivalent to their par value, 
plus accrued dividends to date of sale; 
and 

(d) to issue 4 shares of its new com- 
mon capital stock, having a par value 
of $25 per share, in exchange for each 
share of its presently outstanding com- 
mon capital stock having a par value 
of $100 per share. 

The proceeds from the proposed sale 
of securities are to be used: 
1.To discharge 33% promissory 

note dated November 2, 1953, due 


January 1, 1954 

2.To pay, in part, for the cost of 
permanent plant improvements, 
extensions, and additions made or 
to be made subsequent to Septem- 
ber 30, 1953 

3.To reimburse the applicant’s 
treasury for the cost of permanent 
plant improvements, extensions 
and additions made subsequent to 
January 1, 1948, and prior to Sep- 
tember 30, 1953, inclusive 


ios: | fh re 


$800,000 


1,052,000 


248,000 
.... $2,100,000 


The promissory note proposed to be 
discharged represents the latest renew- 
al of prior notes, the proceeds of which 
were used for plant expenditures dur- 
ing the period from January 1, 1948, 
to September 30, 1953, inclusive. 

[1] The applicant testified at the 
hearing that the purpose of the pro- 
posed four-for-one exchange of com- 
mon stock is the assurance of contin- 
ued control of the applicant’s affairs 
by experienced management. Inas- 
much as the applicant’s preferred stock 
outstanding, and presently proposed to 
be issued, carries the same voting 
rights per share as the outstanding 
common stock on all corporate mat- 
ters, it is implied that the applicant’s 
desire to quadruple its voting rights 
under common stock arises from that 
fact. This quadrupling of the voting 
power of the holder of the common 
stock (Commonwealth Water & Light 
Company, the parent company) will 
assure continued control by the parent 
company. Without this exchange, a 
situation could develop, upon the issu- 
ance of a sufficient amount of addi- 
tional preferred stock (with similar 
voting privileges), which would confer 
voting control upon the preferred 
stockholders as a class by virtue of 
their numerical holdings of shares. 
The purposes of the presently proposed 
four-for-one exchange of common 
stock appear to be reasonable and 
therefore can be approved. 

[2] The debt capital ratio will be 
63.9 per cent of total capitalization 
after the proposed transactions are 
completed. Under the board’s policy 
the allowable maximum debt capital is 
usually not more than 60 per cent 
where there are three classes of securi- 
ties. The board recognizes, however, 
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that the applicant’s financial position is 
sound, and that its earning capacity is 
more than ample to cover the carrying 
charges on its debt, as well as the re- 
quired dividends on its preferred stock. 
A considerable increase in the appli- 
cant’s earning capacity is expected to 
result from the new construction pres- 
ently planned and in progress. Plant 
additions, other than those covered in 
this application, will, of necessity, be 
financed from retained earnings 
and/or sales of common stock. The 
increase in equity capital resulting 
from such financing will gradually re- 
duce-the ratio of debt capital. In view 
of these circumstances, the issuance of 
the debt securities as proposed appears 
reasonable and therefore can be ap- 
proved. 

[3] The redemption provision con- 
tained in the form of the bonds pro- 
posed to be issued provides, inter alia, 
that none of the bonds shall be redeem- 
able for refunding purposes until De- 
cember 1, 1958, thus protecting the 
holders against any effectual reduction 
of the interest rate during the first five 
years. This appears reasonable and 
in the public interest in this case. 

The redemption terms with respect 
to the proposed preferred stock pro- 
vide, inter alia, that none of the pre- 
ferred stock shall be redeemable for 
refunding purposes until December 1, 
1958, thus protecting the holders 
against any effectual reduction of the 
dividend rate during the first five 
years. This appears reasonable and in 
the public interest in this case. 

The board being satisfied after in- 
vestigation and hearing, having con- 
sidered the record and exhibits of the 
proceeding, that the said application 
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should be approved, and approving the 
purposes thereof, 

Hereby grants said application and 
authorizes the applicant (subject to 
Conference Order Number Seven) : 

(a) to make, execute, and deliver to 
City Bank Farmers Trust Company, a 
third supplemental indenture, to be 
dated as of December 1, 1953, supple- 
mental to its indenture dated as of 
April 1, 1937; 

(b) to issue thereunder and sell, 
privately, to the purchasers named at 
the hearing, $1,200,000 principal 
amount of its first mortgage bonds, 
44 per cent, series D, to be dated De- 
cember 1, 1953 (except registered 
bonds, which are to be dated as pro- 
vided in its original indenture), and 
to be due December 1, 1978, at 100 
per cent of their principal amount plus 
accrued interest to date of sale; 

(c) to issue and sell, pursuant to the 
terms of the preferred stock purchase 
agreement, presented at the hearing as 
Exhibit P-—3, 9,000 shares of its $100 
par value cumulative first preferred 
stock, 54 per cent series, total par value 
$900,000, to the purchasers named at 
the hearing, at a price equivalent to 
their par value, plus accrued dividends 
to date of sale; and 

(d) to issue 4 shares of its new com- 
mon capital stock, having a par value 
of $25 per share, in exchange for each 
share of its presently outstanding com- 
mon capital stock having a par value 
of $100 per share. 

This certificate is issued subject to 
the following provisions: 

1. That the applicant shall not re- 
deem at its option prior to maturity, 
except through operation of the Im- 
provement Fund, any of the first mort- 
gage bonds, 44 per cent series D, with 
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or without coupons, due 1978, the is- 
suance of which is hereby approved, 
without the approval of this board first 
applied for and obtained. 

2. That prior to the redemption of 
any of these series D bonds through 
the operation of the Improvement 
Fund, the applicant shall give this 
board thirty days’ notice, in writing, 
of each proposed redemption. 

3. That the applicant shall not call 
for general redemption purposes, ex- 
cept through the operation of the sink- 
ing fund, any of the cumulative first 
preferred stock, 54 per cent series, the 
issuance of which is hereby approved, 
without the approval of this board first 
applied for and obtained. 

4. That prior to the redemption of 
any of the cumulative first preferred 
stock, 54 per cent series, through the 

: operation of the sinking fund, the ap- 
plicant shall give this board thirty 
days’ notice, in writing, of each pro- 
posed redemption. 

5. That the applicant shall furnish 
g to the board, within thirty days from 
the date of this certificate, proof of the 
cancellation of all, or substantially all, 
of its presently outstanding common 
capital stock certificates, which are to 
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be exchanged for the new common 
capital stock, the issuance of which is 
hereby approved. 

6. That this certificate shall not be 
construed as a certification that the 
securities proposed to be issued will be 
represented by tangible or intangible 
assets of commensurate value or in- 
vestment cost. 

7. That in any future application or 
proceeding, this certificate shall not 
affect or in anywise limit the exercise 
of the authority of this board, with 
respect to rates, franchises, services, 
capitalization, financing, accounting, 
or any other matters whatsoever af- 
fecting the applicant. 

8. That this certificate shall become 
null and void and of no effect unless 
the authority herein granted is fully 
exercised within thirty days of the 
date hereof. This provision shall not 
apply with respect to such shares of 
the presently outstanding common 
stock which, after diligent effort, re- 
main impracticable of cancellation. 

The applicant shall file with the 
board, within fifteen days of the 
date hereof, a verified acceptance of 
this certificate and its provisions. 
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WISCONSIN PUBLIC SERVICE COMMISSION 


Re Marquette-Adams Telephone 


Cooperative, Inc. 


Re Community Telephone Company of Wisconsin 


2-U-4062 
October 16, 1953 


OINT application by telephone company and co-operative for 
J authority to discontinue unlimited interexchange service; 
granted. 


Service, § 462 — Unlimited interexchange telephone service — Abandonment. 
1. A telephone company and a telephone co-operative were authorized to 
discontinue unlimited interexchange service where a substantial expendi- 
ture would be required for rehabilitation of circuits if the service were to 
continue and where, upon conversion of several of the exchanges to dial, 
it would be impractical to supervise the present optional flat-rate-toll traffic, 


p. 62. 


Discrimination, § 157 — Telephone rates. 
2. It is discriminatory to apply rates less than standard or to make no charge 
at all for a type of telephone service for which there is no general demand, 
since the costs of such service are absorbed in the general-exchange rate 


structure, p. 62. 


By the Commission: The joint ap- 
plication in this docket was filed on 
June 22, 1953. The Brooks, Oxford, 
and Packwaukee exchanges of the 
Marquette and Adams Telephone Co- 
operative are to be converted to auto- 
matic dial operation and the West- 
field exchange of the Community 
Telephone Company will retain man- 
ual magneto service necessitating re- 
arrangement of the present toll circuits 
and toll-rate structure upon cutover to 
dial service. 

Hearing : On July 20, 1953, at Mon- 
tello before examiner Samuel Bryan. 


APPEARANCES: Henry Janke, Gen- 
eral Manager, and Bruce Rogers, At- 
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torney, Portage, for Marquette-Adams 
Telephone Cooperative, Inc. ; Claude J. 
Jasper, Attorney, Madison, for Com- 
munity Telephone Company. Of the 
commission staff: W. H. Evans, 
rates and research department. 


[1,2] The Westfield exchange of 
the Community Telephone Company is 
connected by a jointly owned circuit 
with the Oxford exchange of the Mar- 
quette-Adams Telephone Cooperative. 
The Westfield exchange is also con- 
nected by a jointly owned circuit with 
the Marquette-Adams Telephone Co- 
operative’s Packwaukee exchange. The 
latter company’s Brooks exchange is 
connected to Westfield via Oxford. 






















The Westfield exchange has 514 sub- 
scribers, the Oxford exchange 238, 
the Packwaukee exchange 75, and the 
Brooks exchange 52 subscribers. The 
air-line distance from Westfield to 
Oxford is 9 miles, from Westfield to 
Packwaukee 9 miles, and from West- 
field to Brooks 9 miles. 

The present toll-rate arrangement is 
a combination of unlimited service 
without toll charge, standard message 
rate tolls, and nonstandard message 
rate toll. Westfield makes no charge 
for messages to Oxford but applies 
standard toll rates to Packwaukee and 
Brooks. Oxford, Brooks, and Pack- 
waukee apply standard toll rates and 
offer optional flat-rate toll to Westfield 
at a rate of 50 cents a month for each 
customer. 

The companies contend that the 
present arrangement is discriminatory, 
that the expenditure of $5,600 for 
needed rehabilitation of present cir- 
cuits is unwise, and that the conversion 
to dial of the Brooks, Oxford, and 
Packwaukee exchanges would make it 
impractical to supervise the optional 
flat-rate-toll traffic originating at the 
three Marquette and Adams Cooper- 
ative’s exchanges. 

A traffic study was made to deter- 
mine the extent to which the service is 
used. An average of 4.3 per cent of 
Westfield subscribers made use of the 
unlimited toll service in a 7-day period, 
May 11th to 17th, inclusive. In a 7- 
day period from January 12th to 18th, 
inclusive, 9.6 per cent of the Brooks 
subscribers, 10.5 per cent of the Ox- 
ford subscribers, and 16.0 per cent of 
the Packwaukee subscribers made use 
of flat-rate-toll service. 

The fact that relatively few sub- 
scribers make use of the present toll 
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arrangement indicates that there is not 
a sufficiently close community of in- 
terest between the Westfield exchange 
and the three Marquette-Adams Coop- 
erative’s exchanges to warrant a de- 
parture from the standard-toll-rate 
structure. If there is not a general 
use of the service, then it follows that 
it would be discriminatory to apply 
rates less than standard or to make 
no charge at all as the costs are ab- 
sorbed in the general-exchange rate 
structure. Also in view of the dis- 
closed use of the service the expendi- 
tures necessary to rehabilitate the fa- 
cilities in order to render nonstandard 
and optional flat-rate-toll service would 
be an unreasonable burden upon the 
general-exchange rate structure of 
both utilities. 

The General Telephone Company 
has offered to furnish the circuits nec- 
essary to connect these exchanges to its 
area toll network which will provide 
alternate toll routes at no additional 
cost to the Community Telephone 
Company or the Marquette-Adams 
Telephone Cooperative, Inc. The 
service will be comparable to that pro- 
vided by present facilities. 

The commission finds: 


1. That the present practice of the 
Community Telephone Company in 
offering unlimited interexchange serv- 
ice from its Westfield exchange to the 
Oxford exchange of the Marquette- 
Adams Telephone Cooperative, Inc., is 
unreasonable and unjustly discrimina- 
tory. 

2. That the present practice of the 
Marquette-Adams Telephone Cooper- 
ative, Inc., in offering flat-rate toll for 
50 cents a month from its Brooks, Ox- 
ford, and Packwaukee exchanges to 
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the Westfield exchange is unreason- 
able and unjustly discriminatory. 

3. That the abandonment of present 
jointly owned toll facilities and the 
substitution therefor of facilities to be 
provided by the General Telephone 
Company will not impair the present 
service and is in the public interest. 

The commission concludes: 

That it has jurisdiction under 
§§ 196.03, 196.20, 196.37, 196.60, 
196.62, and 196.81, Statutes, to enter 
an order herein and that such order 
should be issued. 


ORDER 


The commission therefore orders: 

1. That the Community Telephone 
Company discontinue its present prac- 
tice of offering unlimited interex- 
change service from its Westfield ex- 
change to the Oxford exchange 
effective upon cutover to dial service 
of the Oxford exchange. 

2. That the Marquette-Adams Tele- 
phone Cooperative, Inc., discontinue 
its present practice of offering flat-rate- 
toll service at 50 cents a month from 
its Brooks, Oxford, and Packwaukee 
exchanges to the Westfield exchange 
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effective upon cutover of the Brooks, 
Oxford, and Packwaukee exchanges 
to dial service. 

3. That the Community Telephone 
Company and the Marquette-Adams 
Telephone Cooperative, Inc., be and 
hereby are authorized to substitute the 
intrastate toll-rate schedule of the Wis- 
consin Telephone Company for toll 
messages between the Westfield and 
Brooks exchanges, Westfield and Ox- 
ford exchanges, and the Westfield and 
Packwaukee exchanges for the present 
toll rates where such toll-rate practices 
differ from the standard toll rates ef- 
fective upon cutover to dial service of 
the Brooks, Oxford, and Packwaukee 
exchanges. 

4, That the jointly owned toll cir- 
cuits connecting the Westfield, Oxford, 
and Packwaukee exchanges be aban- 
doned and interconnection be made to 
the toll facilities of the General Tele- 
phone Company’s toll network for con- 
veying toll messages between the 
Westfield exchange and the Brooks, 
Oxford, and Packwaukee exchanges of 
the Marquette-Adams Telephone Co- 
operative, Inc., effective upon cutover 
to dial service. 
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BLT A-STAR 
HT "QB 


NTERRUPTING DEVICE FOR 


LL AIR SWITCHES 


ERTICAL, HORIZONTAL, HOOK STICK 


pr opening line charging currents, transformer magnetizing currents 
nd small load currents at voltages from 15 KV to 161 KV. 


asily Installed on Switches Now in Service 


lecessary phase spacings and clearances are not increased by the 
dition of the “QB” Device. The current path through a 

osed switch is through its main blade and contacts. The quick 
eak blade is not in the current path until the switch starts to 
ben; then the current is transferred from the main switch 

ntact to the quick break blade. 


Simple, Positive—No Additional Effort 
equired in Opening Switches 
| hen Frozen The quick break blade is carried 


Wrthout extra effort. Ice on the main switch blade and contact 
M broken before effort is expended 

breaking the ice on the 

QB” attachment. 


Bpring and Current Carrying 
embers are Independent 


Bpring actuated quick break blade is mounted on 
MMe switch contact stack. This design permits the 
“Be of a more substantial construction, a heavy 
dependent spring driving mechanism 

@hd much greater opening speeds. 


“QB” Quick Break Device applied to 
a MK-40 Vertical Break Switch. 


Fig. 1—Vertical Switch 
blade (A) is closed into 
the main contact (B) and 
the quick break blade (C) 
is in neutral position. 





OU WANT THE BEST IN HIGH VOLTAGE EQUIPMENT SPECIFY DELTA-STAR 


TA-STAR ELECTRIC DIVISION 22 


lifted docu a 
90° arc against 


PORTER COMPANY, INC. : a strong torsion 
OF PITTSBURGH spring (D). 
ULTON STREET. CHICAGO 12, ILLINOIS 


T OFFICES IN PRINCIPAL CITIES 
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Fig. 3—Quick break 
blade released when 
main switch opened 
to about 50° returns 
to neutral position at 
a very high speed. 














It takes all kinds of bodies, but... 
THERE’S NOTHING LIKE THE 


WHITE 3000! 


Here are only a few of the many different jobs the 
White 3000 is doing for the New York City Transit 
Authority . . . who want maximum maneuver- DUMP TRUCK work handled by this White 3020 re 
ability and space-savings for Manhattan's traffic- quires best maneuverability in congested areas, among 
congested streets. They call on the White 3000— elevated pillars, in garages. Used for coal, asphalt, sand; 










POWER DEPARTMENT handles crew and equipment TRACK-LAYING UNIT—Less traffic and passengegt 
with real savings in overall length with this White 3000 service tie-up with this White 3000 used for track 
with extra crew compartment. laying on surface lines. 


1 we 

; von ee 
~-  - * tm aye 

j umes © am Ghia, 

K wer tm pelea 

— mm abies 












UTILITY WORK gets done faster by White 3000. Its CABLE REEL TRUCK—Plenty of body capacity and roon 
modern design saves time.in traffic and its compact for crew without going to longer overall length. Save 
styling saves garaging space and room on the streets. traffic time for power department. 


THE WHITE MOTOR COMPAN! 
Cleveland 1, Ohio 






For more than 50 years 








SUPER POWER 
3000 


Se 


the greatest name in trucks 
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Industrial Progress 


eveland Electric Illum. Plans 
$63,000,000 Program 


/ELAND Electric Illuminating 
pany will spend $63,000,000 for 
ruction and expansion of its 
e facilities in 1954 and 1955, 
r L. Lindseth, president, an- 
ed in the company’s annual re- 


ese expenditures will raise the 
cost of the company’s postwar 
sion to $273,000,000, and are in 
vith the growth of the district, 
e some $300,000,000 was ex- 
wed for industrial installations last 


500,000 Program Proposed 
Arizona Public Service 
ZONA Public Service Company 


ts to spend a total of $25,500,000 
ear to improve and expand serv- 


luded in future plans is the new 
llo steam plant, which is ex- 


pve to -be built in the Phoenix area. 


ompany is presently building a 
00 kilowatt plant at Red Rock. 
nrst 100,000 kw unit of this plant 
eduled for service about mid- 


MC Mobile Radio System 
Announced by Du Mont 


first two-way mobile radio 
ment designed and developed by 
B. Du Mont Laboratories, Inc. 
cen announced by the Mobile 
unications Department of the 
ny. This first complete Du 
system is for operation in the 
mc band and provides a com- 
gged unit with minimum pow- 
ording to the company, the field 
Ing requirements of public 
8, mobile police communica- 
forestry and logging services, 
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petroleum industries, and trucking 
fleets, have been carefully considered 
in this initial design. Other equipment 
is under development for the 150-160 
mc band and for 450-470 mc. 

Complete information on the Du 
Mont Type MCA-101A Mobile Sys- 
tem is available upon request from the 
Mobile Communications Department, 
Allen B. Du Mont Laboratories, Inc., 
Clifton, N. J. 


New Receiptor Announced by 
American Perforator 


A NEW, fast action, electric, stamp- 
ing receiptor, the Model 200, for re- 
ceipting public utility bills or post- 
cards, has been announced by The 
American Perforator Company, Chi- 
cago. 

The new receiptor is designed to 
be especially useful to gas, light, wa- 
ter, telephone, insurance companies, 
currency exchanges or wherever bills 
are receipted. It stamps bills “Paid,” 
the teller’s identification number and 
the date and severs the bill and auto- 
matically drops the accounting stub in 
a locked compartment for safe keep- 
ing. 

The stamp does not cut or notch 
holes in the paper, thereby making no 
alterations that would cause mis-sort- 
ing or jam any electronic sorting or 
tabulating machine. Among the other 
features claimed are: A continuous 
ribbon which eliminates changing 
spools or the need for inking pads; a 
standard hand changing ratchet type 
date mechanism which allows fast 
clean changing of dates; and no type 
to set because all printing is done 
with engraved plates, thus assuring 
satisfactory impressions at all times. 

The American Receiptor is portable, 
measuring 12 in. x 8 in. and weigh- 
ing only 16 pounds. Its finish is de- 
signed to blend well with the color 
scheme of any office. 

Model 200 is the product of count- 


less surveys conducted by The Ameri- 
can Perforator Company for a ma- 
chine that would incorporate all of 
the features wanted most by Utilities, 
municipalities, currency exchanges 
and other offices where collections are 
made. 

The American Perforator Com- 
pany are the originators of portable 
receipting perforators which have 
been popular in utility offices for 
many years. 


Indianapolis Pwr. & Lt. to Spend 
$42,000,000 on 4-Year Program 


INDIANAPOLIS Power and Light 
Company recently announced a four- 
year construction program, costing 
more than $42,000,000. This will 
make a total of almost $132,000,000 
for enlarging and improving the sys- 
tem in the period from 1946 through 
1957. 

Included in the immediate program 
is a $14,600,000 addition to the White 
River power plant near Centerton. 
This 105,000-kilowatt generating unit, 
sixth at that plant and largest in the 
system, is scheduled for completion 
by the end of 1955. 


New Earth Boring Machine 
Offered by Multi-Matic 


A NEW model Super Hole-A-Matic, 
one-man operated earth boring and 
tunneling machine that will dig holes 
up to 12 inches in diameter, 15 feet 
deep, has been developed by Multi- 
Matic Corporation. A complete ma- 
chine, the Super Hole-A-Matic is 
lightweight, portable, and is said to 
cost far less than similar equipment 
for planting telephone poles, guy 
wires, concrete pier holes or soil test- 
ing. 

Further information may be ob- 
tained from the manufacturer, 14741 
Bessemer street, Van Nuys, Cali- 
fornia. 


(Continued on page 28) 





INDUSTRIAL PROGRESS—( Continued) 


Ohio Power to Spend 
$37,500,000 in 1954 


DURING 1954, The Ohio Power Company will invest 
approximately $37,500,000 to improve and enlarge fa- 
cilities for the generation, transmission and distribu- 
tion of electric power to its more than 395,000 customers. 

The new budget includes funds to complete the new 
400,000-kilowatt Muskingum river plant; to start con- 
struction of the revolutionary ultra-high pressure and 
temperature unit at Philo plant; to improve coal-han- 
dling equipment at Philip Sporn plant; to enlarge and 
continue construction of a 330,000 volt transmission 
line across Ohio and to erect many new transmission 
and distribution lines and substations. 

In general categories, the new budget is set up as 
follows: Power Plants, $12,000,000 ; Transmission lines, 
$6,400,000; Distribution lines, $7,700,000; Transmis- 
sion subs, $7,009,000; Distribution subs, $1,800,000 ; 
Coal lands, equipment, $300,000 ; and General, $2,300,- 
000. 

New All-purpose Digger 

THE Acker Drill Company, Inc., of Scranton, Penn- 
sylvania, presents a new, medium size, all-purpose dig- 

er. 
‘ The Acker digger is claimed to be ideal for speedy 
digging of holes for setting telephone and electric line 
poles, fencing and guard rails, for foundation work, 
tree planting, cathodic protection of pipe lines, and 
other earth digging requirements. With a standard 
spiral auger head, the digger can bore holes up to 20 in. 





ADDRESSING 
MACHINES 


offer you the only competition you can find 
in the Addressing Machine industry. 
Consult your yellow telephone book or write 
to The Elliot Addressing Machine Co., 
144A Albany St., Cambridge 39, Mass. 


in diameter and to depths of 10 feet. By using sectj 
continuous flight augers, depths up to 75 feet 
reached. A special pavement test core attachmen 
cutting reinforced concrete is available. 

A new bulletin describing this new digger is q 
able from the manufacturer. Write for Bulletin 4 


$62,039,000 Program Planned 

By South Carolina Elec. & Gas 
SOUTH Carolina Electric and Gas Company, and 
sidiaries, estimate that construction expenditures fg 
years 1954-1956, inclusive, will amount to $62,030 
The 1954 program will account for $18,774,000 off 
sum. 


New Primer Stops Rust Action 
A PRODUCT known as OSPHO has been devel 
by Rusticide Products Company, Cleveland, 
OSPHO is a metal primer, not a paint, that is ap 
directly over rust and stops rust action, according 
manufacturer. 

The company claims there are definite savings in 
and application time when OSPHO is used as iti 
necessary to remove tight rust, since OSPHO is ap 
directly over rust either by brush or spray method; 
thermore, that paint jobs last two to three times lq 
According to the manufacturer, OSPHO is being 
in larger quantities to many public utilities, che 
and petroleum plants, industrial concerns, and m 
palities, where rust has always been a real problef 


Ford, Bacon & Davis Celebrates 
Sixtieth Anniversary 
ONE of the country’s oldest engineering and conf 
tion organizations is Ford, Bacon & Davis of New 
Chicago, Los Angeles, Toronto, and Monroe, L: 
tablished in March 1894, the firm has complete 
years ot continuous service. 

Conversion of horse- and mule-drawn troll 
electrified systems was the firm’s principal work 
early days. Electric public utility systems were als 
signed and built. Activities were widened as a reg 
the First World War, when the government a 
dustry called upon the organization to design,and 
struct port facilities, warehouses, shipyards, and 
nitions and industrial plants. 

Natural gas attracted the firm’s interest in the 
ties, and it pioneered the development, design, and 
struction of some of the earliest long-distance, 
diameter pipe lines. 

World War II saw Ford, Bacon & Davis desi 
and constructing large-scale plants to produce syq 
rubber, aircraft engines, submarines, an airbase! 
muda, port and terminal facilities for crude oil, 
power plants and part of the Manhattan Project: 
Ridge. 

In the postwar period, principal projects ha 
cluded, among others, power plants for industri 
public utility companies, natural gas pipe line sy 
and facilities for the underground storage of natur 

In addition to design and construction, the fin 
conducts a diversified consulting engineering p 
covering technical and economic reports for fin 
valuations of properties and equities, industrial 
neering, organization studies, market surveys, | 
utility rate cases and reports for management @ 
cific problems or the over-all aspects of the bust 
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sign, and 


rds, and ERTENS-TO-MALONE LINE of Texas Power and Light Company, 94% of the Creosoted poles 
’ 


in 1916 are still in service. 


in the 
- andes Power and Light Company __ of the replaced poles were casualties § ance of future performance from a 
stance, MS had excellent performance from reasons other than decay. wood preservative. 
Doles treated with Creosote on Texas Power and Light Company You can take an additional step 
vis desi locations in its far-flung sys- _ feels that there are at least 10 years toward finest performance by speci- 


duce syi@#'or example, the long life in of life left in the remaining poles, fying USS Creosote. USS Creosote 
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'r0)€ct 4516, 196 Southern Yellow Pine again. States Steel. For further informa- 
as treated with Creosote, re- Creosote’s combination of toxicity tion, contact our nearest Coal Chem- 
adusttl untreated poles that had and permanence is the reason why __ical sales office or write to United 
line sv@mres® than 15 years’ service. To it has established so many service States Steel Corporation, 525 Wil- 
of natua™nrly about six per cent of these _ records like this. And service rec- liam Penn Place, Pittsburgh 30, 
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Fifty Billion 


Dollars 


Current estimates indicate that public utilities 
will spend 50 billion dollars on new 
facilities in the next 10 years. 


To utilities executives, this tremendous 
expansion means a proportionate amount of 
head work and hard work, of planning 

and execution. 


To Guaranty Trust Company, it means an even 
broader opportunity to continue to 

advance with America’s forward-looking 
utilities, as we have for many years. 


This specialized experience covers every phase 
of utilities financing. It is at your service 
through our Public Utilities Division. 


Guaranty Trust Company 


of New York Capital Funds $390,000,000 


140 Broadway, New York 15 


Madison Ave. at 60th St. 
New York 21 


40 Rockefeller Plaza 
New York 20 


BRUSSELS 
27 Avenue des Arts 


Fifth Ave. at 44th St. 
New York 36 


LONDON 
32 Lombard St., E. C. 3 
Bush House, Aldwych, W. C. 2 


PARIS 
4 Place de la Concorde 





Member Federal Deposit Insurance Corporation 


INDUSTRIAL PROGRESS 
(Continued) 


Middle South Utilities Sysi 
To Spend $65,000,000 


companies will spend $65,000/(j 
1954 on new construction, it is 


in the annual report to stockholdg 
_ This would bring total system 
ital expenditures for the nine 


period 1946-54 to $468,000,000, 


Heath Survey Consultant 
Elect Officers 


AT a recent annual meeting 9 
stockholders of Heath Survey 
sultants, Inc., the following of 
and directors were elected : Milt 
Heath, president and general 

ager ; Mrs. Elizabeth W. Heath, 
urer; Charles A. Heath, vice | 
dent and operations manager 

Western division; Mrs. Rosi 
Burnham, assistant to the pres 
Stuart B. Eynon, operations 

ager of the Eastern division. ] 
tors elected were Milton W. 

Mrs. Elizabeth W. Heath, Day 
Place and Robert S. Kittredge) 


Virginia Electric to Spe : 
$53,000,000 in 1954/ 


000 on construction during 15 
more than a million dollars a 
according to Jack G. Holtzclaw 
co president. The 1954 const 
budget represents an increase 0 
000,000 over 1953. 4 
Approximately $27,000,000 § 
total budget is earmarked fog 
power generating facilities ; $1 
000 for work on the hydro dé 
ment at Roanoke Rapids, N. ¢ 
454,000 to complete the secon 
000 kilowatt generating unit and 
fuel oil system now under co 
tion at the Portsmouth, Vi 
power station, and $6,146,80 
third unit now under construd 
the Possum Point power stati 
Quantico, Virginia, for comple 
1955. 
Extensions and changes § 
company’s transmission line 1 
over the system will amount |f 
than $5,000,000 dollars. : 
Improvements to the elect 
tribution system and for co 
new customers will cost $18! 
Included in the appropriation 
050,000 for building 431 miles 
rural lines throughout the c04 
service area comprising mos! 
(Continued on page # 
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mpl Pencil marks like these on an IBM METER READING CARD 


can send your costs dramatically downward. 


we 154965" 





es @ . a : 
os , There is no other writing to do before an IBM electronic 
unt 1 machine automatically punches an IBM card with holes 

ted corresponding to the marks. This means no errors 
elect'l , sc 
© IBM in transcription. 
518, reso mane From the punched cards, bills as well as statistical, 

tion : 
‘ ; analytical, and accounting reports are machine-prepared. 
niles! INTERNATIONAL BUSINESS MACHINES Y. ° P 
> col our accounting department saves time; reports and analyses 
oe 590 Madison Avenue, New York 22, N. Y. “ 
most are ready when they are needed most; bills are out faster— 
es receipts in sooner. Result—reduced costs! 
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Keeps 4 Backfillers Busy 


and at the same time do an outstand- 
ing job of compacting the fill. Travel- 
ing continuously as it performs both 
these operations, it conserves on man- 
power and eliminates the need for 
attendant equipment. 


IN OMAHA, NEBRASKA, the Metropoli- 
tan Utilities District keeps 4 CLEVE- 
LAND Backfillers busy on construc- 
tion jobs for gas, sewer and water lines. 


The photograph shows how easily the 
Model 80 Backfiller is operated by 
only one man. It also shows how the 
80, traveling parallel to the trench as 
it works, holds to an absolute mini- 
mum any interference with the high- 
way’s normal traffic capacity. 


The 80 is not only cleanly filling this 
good sized trench, it is also compact- 
ing it simultaneously with its tamper 
unit, a standard accessory feature of 
this versatile machine. The results it 
is obtaining clearly illustrate its 
ability to backfill fast and efficiently 


In addition to backfilling and com- 
paction these Model 80’s do side crane 
work of all kinds, such as the han- 
dling and installation of cast iron, 
steel and concrete pipe, valves, etc. 


The repeated purchases of these 
machines by this municipal utilities 
body are evidence of the Model 80’s 
ability to deliver consistently satis- 
factory results through consistent, 
outstanding performance on a wide 
variety of job types and sizes. 


Write for descriptive literature and specifications, or get the 
full story on CLEVELANDS from your local distributor. 


KAS 
4) 


ye 


sQw 72 


of ‘S THE CLEVELAND TRENCHER CO. 


(} 
yy " Pioneer of the Modern Trencher 





INDUSTRIAL PROGRESS 
(Continued) 


State of Virginia, part of Wes 
ginia and Northeastern North | 
lina. 

During the past six years, ag 
ing to Mr. Holtzclaw, Vepcg. 
spent $219,000,000 on constrfg 
and it is estimated that in the cq 
five years, another $200,000,00) 
be needed for new generating j 
transmission lines and other fac 


$7,600,000 Program Prop 
By Idaho Power 


IDAHO Power Company spe 
202,372 in 1953 for expansio 
improvement to plant. 

The construction budget fo 
year has been set at $7,600,0() 
including an undetermined amo 
new generating facilities. 


Gen. Tel. of Cal. Installs 7 
New Phones in Two Mo 


GENERAL Telephone Comp, 
California added more than 7,5{ 
telephones to its system duri 
first two months of 1954, acc 
to Edwin M. Blakeslee, pre 
The company had 584,509 teleg 
in service on February 28th 
year compared with last year’s 
of 529,734 taken the same day 
54,775 gain represents an incr 
telephones of better than || 
twelve months. 
The company is in its third 
of a $41,000,000 constructio 
gram in 1954 to increase and i 
facilities in the 90 Californi 
munities served. : 


Hydraulic Goosenecking ; 
Available on Pitman Cra 


A HYDRAULICALLY af 
goosenecking boom is now ai 
as an optional accessory on t 
man Crane, Model 80, 4-ton 
crane manufactured by Pitma 
Company, Kansas City, Mo. § 

This boom, believed to be t 
of its type ever offered comme 
was developed by Pitman asi 
easy solution to overhead travd 
ance problems. 

The Pitman Crane is desigf 
that a trailer can be pulled# 
same truck the crane is mount 
crane can be used to load dirett} 
and off of this trailer. With t 
gooseneck-type boom, the # 
can fold the boom down over?! 
trailer simply by pushing ak 
his regular operating station 4 
ready for road travel in a mi 
seconds. Pitman officials ass 


(Continued on page 3) 
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INDUSTRIAL PROGRESS—( Continued) 


odel 80 with its gooseneck boom 
enable utility companies and 
s to drastically reduce equip- 
pnd man-power costs of handling 
buling pipe, poles, steel and many 
types of materials. 
| details may be obtained from 
Manufacturing Company, 300 
79th Terrace, Kansas City 14, 
puri. 


Becomes Chief Engineer 
American Meter 
DING V. BECK has been ap- 
d chief engineer for the Ameri- 
feter Company, Inc., manufac- 
of gas meters, regulators and 
ments at 10 factories throughout 
nited States and Canada, ac- 
g to an announcement made by 
m G. Hamilton, Jr., president. 
eck will direct all engineering 
ies for the company and will 
in his headquarters at the 
offices of the Erie Factory lo- 
at 921 Payne avenue. 


sher Courses Offered Gas 
tility Employees at IIT 


X college courses designed as 
hers for utility gas industry em- 
s will be offered at the Institute 
s Technology, an affiliate of II- 
Institute of Technology, Chi- 
during the summer session, 

p four subjects are: Natural Gas 
14-July 2) ; Transmission and 
bution (July 6-23); Peak and 
Load Natural Gas Substitutes 
26-August 3), and Utilization 
seous Fuels (August 16-Sept. 


bt. E. S. Pettyjohn, director of 
AS institute, explained that the 
Ps are at college senior level and 
e taken for academic credit by 
ed undergraduates. Others will 
arded certificates upon success- 
bmpletion. Any or all of the 
Ps may be taken by enrollees. 

P subjects will be taught at the 
ite of Gas Technology on the 
s Tech campus, and IIT housing 
e available for students. 


pece-Neville Offers New 
3-Phase Transformer 


Leece-Neville Company, Cleve- 
has developed a three-phase 
ormer which makes it possible 
ain up to 1200 watts of aux- 
110 volt d.c. power to operate 
and appliances in automotive ve- 

equipped with the Leece- 
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Neville Alternator system in place of 
conventional d.c. generators. 

The new transformer takes full ad- 
vantage of the high power output of 
the alternator for such purposes as 
operating 5/8 in. electric drills, small 
chain saws, pneumatic tools, electric 
blankets, artificial respirators, traffic 
signals, flood lights, etc., direct from 
a utility truck. 

Unlike the presently available 250 
watt 110 v. a.c. transformer (which 
delivers a frequency equal to 1/10th 
alternator r.p.m.), the new unit’s out- 
put is independent of motor speed. 

The new transformer (along with 
a companion 110 v. selenium rectifier ) 
is operated in parallel with the stand- 
ard rectifier and voltage regulator, 
leaving undisturbed operation of the 
alternator for its primary purpose, 
that of supplying 6 v. d.c. power for 
high-efficiency battery charging and 
vehicle operation. 

Two models of the new transform- 
er are available: for 6 volt systems, 
the 1013-T unit is rated at 800 watts ; 
for 12 volt systems, the 1012-T unit 
has an output of 1200 watts. 


Norberg Appointment 


APPOINTMENT of Richard H. 
“Dick” McCarthy as sales engineer, 
is announced by R. W. Bayerlein, vice 
president, Heavy Machinery Division, 
Nordberg Manufacturing Company, 
Milwaukee 1, Wisconsin. 

Mr. McCarthy will headquarter at 
Nordberg’s branch office, 419 Cotton 
Exchange building, Dallas 1, Texas, 
serving large, heavy duty engine users 
in North and Central Texas, Okla- 
homa, and New Mexico. 


New Unit-Supported Bus 
Announced by G-E 


A NEW unit-supported bus of the 
isolated phase design, capable of with- 
standing the high short circuit cur- 
rents of modern power systems and 
having a margin for future system 
growth, has been announced by the 
General Electric Company’s High 
Voltage Switchgear Department, 
Philadelphia, Pa. The bus is generally 
used for direct connection of genera- 
tors and main power transformers in 
a unit generation system. 

Weighing 1343 per cent less than 
present typical three-phase sections 
and having single insulator supports, 
the equipment allows easier installa- 
tion and maintenance than previous 
bus designs, according to G-E engi- 
neers. They said the single supports 


reduce the possibility of insulation 
failure. 

The new bus is available in lengths 
of three phase sections up to 16 feet 
and ratings up to 10,000 amps, 14.4 
to 34.5 kv. 


No. Indiana Public Serv. to Spend 
$49,000,000 in 2-year Program 


NORTHERN Indiana Public Serv- 
ice Company will spend $49,000,000 
for expansion and modernization dur- 
ing the next two years, Dean H. 
Mitchell, president, announced re- 
cently in the company’s annual report 
to stockholders. 

Mr. Mitchell said the expansion 
program was being undertaken to 
supply the continually increasing de- 
mands of customers and to keep pace 
with the rapid development of the 
communities they serve. 

The company estimates that $22,- 
500,000 will be spent for new con- 
struction in 1954 and the remaining 
$26,500,000 in 1955. 

The two year program includes 
$11,000,000 for an electric production 
plant, $9,000,000 for electric trans- 
mission property, $5,000,000 for elec- 
tric distribution facilities, $9,000,000 
for service to new electric and gas 
customers, $8,000,000 for gas distri- 
bution facilities, and $7,000,000 for 
buildings, automotive and general 
equipment. 


Southern Cal. Gas Plans 
$30,446,303 Program 


SOUTHERN California Gas Com- 
pany has set up a budget for 1954 that 
totals $30,446,303, it was announced 
recently by President F. M. Banks. 
This will be the eighth consecutive 
year since the end of World War II 
that the company’s annual investment 
has exceeded $25,000,000. 

According to the announcement, the 
major portion of the money this year 
is needed (1) to bring service to new 
customers being added to the system 
at a rate well in excess of 50,000 a 
year; (2) to replace worn out pipe- 
lines and to reinforce the pipeline sys- 
tem in a distribution replacement pro- 
gram; and (3) to support a program 
for plant and property replacements 
and additions. 

About $10,000,000 of the total an- 
nual budget for 1954 will be used for 
new service connections, the company 
estimates, and an additional $1,500,- 
000 will be expended on pipelines and 
facilities to expand the gas supply sys - 
tem. 
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of Feature Articles in 
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Reprints of feature articles in recent issues of PUBLIC UTILITIES 
FORTNIGHTLY are listed here as a special service. 





The Life Insurance Investment in Public Utilities 
by Holgar J. Johnson, September 10, 1953 


Justice for Utility Holding Company Equities 
by Frank D. Chutter, October 8, 1953 


The District Manager—Unsung Hero 
by Harold H. Young, October 22, 1953 


Dividend Pay-out—Today 
by W. F. Stanley, October 22, 1953 


Explaining the Rate Case to the Employee 
by James F. Oates, Jr.. November 5, 1953 


Roadblocks to Sound Utility Regulation 
by Jackson Martindell, November 19, 1953 


I Am a Utility Bus Driver 
by Henry F. Unger, December 3, 1953 


The Impact of Changing Price Levels on Rate Making 
by Arthur H. Dean, December 3, 1953 


Beating New England Weather 
by Thomas E. J. Keena, December 17, 1953 





The Industrial Revolution in Dixie 
by Sidney P. Alien, December 17, 1953 


Utility Earnings and Business Recessions 
by Stuart W. John, December 17, 1953 


Seventy-five Years of Electric Light 
by H. S. Bennion, January 7, 1954 


The Present Price Level is Here to Stay : 
by Paul W. McCracken, January 21, 1954 





A New Look at Federal Power Policy 
by Clarence A. Davis, February 4, 1954 ; 









Prices will be supplied promptly upon request. Write to: Reprint Depart- 
ment, Public Utilities Fortnightly, Munsey Building, Washington 4, D. C. 











PROFESSIONAL DIRECTORY 


e This Directory is reserved for engineers, accountants, rate experts, consultants, and 


others equipped to serve utilities in all matters relating to rate questions, appraisals, 


valuations, special reports, investigations, financing, design, and construction. » 


>» 





Tue American AppraisAL Company 
ORIGINAL COST STUDIES e VALUATIONS @ REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








BLACK & VEATCH 
CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 














BODDY, BENJAMIN AND WOODHOUSE, INC. 


CONSULTING ENGINEERS 
JAMES W. PARKER, SENIOR CONSULTANT 


Power Plant Design, Specification, and Construction Supervision 
Economic and Thermodynamic Studies, Technical Services and Reports 


28 WEST ADAMS AVENUE DETROIT 26, MICHIGAN 








DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 








ford, Bacon & Davis 
VALUATIONS PA QNCCES One esses 


NEW YORK @ CHICAGO e LOS ANGELES 














FOSTER ASSOCIATES 
CONSULTANTS TO PUBLIC UTILITIES AND COMMON CARRIERS 


FAIR RETURN RATE CASES MARKET ANALYSES 
RATE DESIGN COST ANALYSES FINANCIAL ANALYSES 





88 CHESTNUT STREET, RIDGEWOOD, N. J. 











(Professional Directory Continued on Next Page) 
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GIBBS & HILL no. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 
NEW YORK —LOS ANGELES 
INDIANAPOLIS —SAN ANTONIO 




















ENGINEERS © CONSULTANTS © CONSTRUCTORS 
READING, PA. 


GA GILBERT ASSOCIATES, INC. 


© WASHINGTON @ ROME 
FOUNDED 1906 @ PHILADELPHIA @ MANILA 
@ NEW YORK @ MEDELLIN 












W. C. GILMAN & COMPANY 
CONSULTING ENGINEERS 


Valuations — Depreciation Studies — Rate of Return 
Investigations and Reports for Financing 
Transit and Traffic Surveys — Fare Studies 
55 Liberty Street New York 5 
















JAY SAMUEL HARTT 


CONSULTING ENGINEER 
327 South LaSalle Street © CHICAGO € Telephone HArrison 7-8893 








Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 















CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


134 So. LaSalle Street Chicago 3, Illinois 















GUSTAV HIRSCH ORGANIZATION, INC. 


1347 West 5th Ave., Columbus (12) Ohio 
Telephone Kingswood 0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 
















HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1384 HOLLY AVENUE ° COLUMBUS, OHIO 








Mention the FortNiGHTLY—lIt identifies your inquiry 
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JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—INVESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 











She huljian lopovralion 


b 
ENGINEERS . CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION e MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
~ Utility Management Consultants Specializing in REGULATORY 
AS 
gurcmc COST ANALYSIS mac 
for past 35 years 
Send for brochure: ''The Value of Cost Analysis to Management’ 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
Gas Turbine Installations 
80 FEDERAL STREET ==s BOSTON 10, MASS. 








RATES TAXES 


SAFETY MIDDLE WEST FINANCE 
5 INSURANCE 
BUDGETING SERVICE ADVERTISING 


PERSONNEL co ACCOUNTING 
ENGINEERING e SALES PROMOTION 
STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 











Pioneer Service ee Co. 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 








231 SOUTH LA SALLE STREET CHICAGO 4, ILLINOIS 
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Complete Services for Gas 


IF. PritChard eco. “tncincerings Construction 


! « Alterations « Expansions 
ae © Peers ¢ Modernization ¢ Surveys Plans 


a © Piping ¢ Equipment ¢ Steam 


Dept. 415, 210 W. 10th St., Kansas City 5, Mo. or Diesel Power Plants 










Partner 
for Progress ¢ 


















THE RUST ENGINEERING CO. 


PITTSBURGH 19, PA.* BIRMINGHAM 3, ALA. 
Offices in Principle U.S. and Canadian Cities 
Power Plant Design and Construction 
i Boiler Settings © Chimneys ® Equipment Erection 
Also sliding form work, refractory brick-work and insulation, soil compaction, other specialties. 














SANDERSON & PORTER 


ENGINEERS & 
CONSTRUCTORS 














Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 

















The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 














Whitman, Requardt and Associates 
Publishers of the 35-year-old 
DESIGN — CONSTRUCTION HANDY-WHITMAN INDEX 
for Public Utility 











REPORTS — VALUATIONS Construction Cost Trends ; 
Including Hydro-Electric Properties : 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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ALBRIGHT & FRIEL INC. 


Consulting Engineers 


Water, and Industrial Wastes Problems 
Alrfi 7. Ay ot! Dams 
Power Plants, Flood Contrel 
industrial Buildings 

Appraisals 


City Penneten. Reports, sals and Rates 


121 SOUTH BROAD ST. PHILADELPHIA 7 








LARAMORE AND DOUGLASS, INC. 


CONSULTING ENGINEERS 


POWER PLANTS 
TRANSMISSION DISTRIBUTION 
DESIGN—REPORTS—APPRAISALS—RATES 


79 East Adams Street Chicago 8, Mlinois 








EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public — Valuations, Reports and 
Original Cost Studies 
910 Electric Building Indianapolis Ind. 








LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSaLizg St., CHicaco 








ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS AND SERVICE CO. 





327 So. LaSalle St., Chicago 4, NIL 








LUTZ & MAY 


Consulting Engineers 
STEAM, ase & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS DESIGN APE 


1009 Baltimore Kansas City 6, Mo. 

















GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


HARRISBURG, PENNSYLVANIA 


Reperte—A 
Ld 


oneaun Cost and Depreciation Studies 
Rate Analysee—Iinsurance Surveys 











A. S. SCHULMAN ELEctTrIic Co. 
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utting out into the Hudson River that 
1imed, “De Duyfels Dans Kammer!” 
il’s Dance Chamber! 
this same jut, a few miles north of 
, N. Y., supports a more enlightening 
It is the site of a unique power plant, 
he 60,000-kw series of condenser- 
mits designed by Burns and Roe, Inc. 
‘ss Known as Danskammer Point 
on, it will soon have a second 60,000- 
similar design. Ultimately the station 
e far greater capacity. 
at is the first major steam station for 
dson Gas & Electric Corporation. The 
other sources of power are largely 
ric facilities and interconnections 
utilities, 


amber... 


Kellogg, having furnished and erected piping 
for the first unit, is currently installing the 
high-temperature, high-pressure main steam and 
reheat piping for the second turbine-generator 
in this station, a structure which is remarkable 
for its compactness and low investment cost. 
The building volume is about 14.5% less than 
that of a conventional enclosed plant of the same 
capacity, mainly the result of mounting the tur- 
bine directly on the condenser thereby cutting 
down the height of the basement. 

In its close association with progressive power 
companies such as Central Hudson and leading 
engineers like Burns and Roe, Kellogg has con- 
tinually made important contributions to major 
developments similar to the Danskammer sta- 
tion. Its recognized technological background 
is one of the basic reasons why utilities time 
and again specify “. .. critical power piping by 
Kellogg.” 


For a general survey of Kellogg's unusual facilities for the design, fabrication and installation 
of power piping, send for the booklet, FOR THE MODERN CENTRAL POWER STATION. 


RICATED PRODUCTS DIVISION 


THE M. W. KELLOGG COMPANY ( Polisi 


225 Broadway, New York 7, N. Y. 


also Jersey City, Birmingham, Buffalo, Chicago, Los Angeles, Tulsa, Houston 


In Canada —Toronto and Edmonton 


In Europe —London and Paris 
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G-E FLUORESCENT LUMINAIRES PROVIDE BRIGHT, 


New G-E Fluorescent Street Li 
Provide Better Visibility at Ni 


MODERN APPEARANCE of new fluores- 
cent luminaires adds beauty to city streets. 
Design also helps eliminate glare. 


LESS MAINTENANCE with the new street 
lights. Long 7500-hour lamp life means 
less frequent relamping and servicing. 


Every installation of General Elec- 
tric’s new fluorescent street lighting 
has been enthusiastically received by 
local citizens, businessmen, and civic 
officials. They appreciate the outstand- 
ing nighttime visibility provided by 
fluorescents, and the modern up-to- 
date appearance these functionally de- 
signed luminaires bring totheirstreets. 


BETTER VISIBILITY—You see _bet- 
ter on a street lighted with new G-E 
fluorescent luminaires for several 
reasons. The whiter color of the 
fluorescent lamps has a crisp, spar- 
kling character all its own. Because 
the light source is so much larger than 
with mercury or filament lamps, the 
brightness over the area of the lumi- 
naire is lower—even though lumen 
output is comparable. This means 
less glare to interfere with visibility. 
There is also a much broader area of 
pavement brightness from this larger 
light source which improves visibility 
on dry or wet pavements. 





EVEN LIGHTING FOR THIS STREET IN NILES, MICHIGAN (POPULATION 13,] 


MODERN APPEARANCE 
clean functional design of th 
Form 206 luminaire adds disti 
to any street, during the day 
as at night. Designed so that i 
last can be enclosed in the alu 
housing, all wiring can be in 
The bracket is an integral part 
fixture, further improving t 
pearance of the luminaire. 


ECONOMICAL—Energy coy 
tion of the four 72-inch lam 
their ballast is only about ha 
for filament lamps with com 
output. The clear plastic ¢ 
hinged to swing down ior fa 
easy servicing. Long 750/)-how 
life means less frequent 3 clam 


MORE INFORMATION in tl 
Form 206 fluorescent —umit 
available from your: eare! 
Apparatus Sales Office, « r wil 
tion 452-145, General } lecttf 
Schenectady 5, New Yor: 


Ga can put your coerce in 
GENERAL @@ ELECTI 
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